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By LEMAR Tatpor, 


President, The Fidelity Mutual Life Insurance Company. 


All life insurance is a provision for the future. For many years 
it was the provision of a definite sum of money to be paid in full to 
the beneficiary at the death of the insured. Income insurance looks 
a little farther into the future; it safeguards the proceeds of the pol- 
icy by making definite provision for their distribution over a period 
of years. This form of insurance is one of the more recent develop- 
ments of the life insurance idea and it stands out as a milestone in 
our economic progress. Before the coming of income policies, when 
a man insured his life under one of the usual forms of life policies, he 

- was looking ahead to the day when death would deprive his wife or 
other dependents not only of his presence and companionship, but 
also of his income, and he visualized the payment by the insurance 
company of a stated sum of money which would, in part at least, 
compensate his dependents for the loss sustained. In the light of 
this later development of income insurance, the man insuring today 
has a clearer vision of the future. He can see well beyond the time 
of his own death; he can reach out into the after years, by means of 
an income policy, and can thus assume the burden of a proper dis- 
tribution of the proceeds of his life insurance instead of placing this 
burden upon his dependents. He can also insure such a proper dis- 
tribution to his own declining years. 

Everyone who knows anything at all of life insurance has heard 
of at least three of the plans upon which it is written, namely, ordi- 
nary life, limited payment life and endowment. The first plan pro- 
vides for the payment of a stipulated level premium during the 
entire lifetime of the insured; the second plan provides for the pay- 
ment of a stipulated level premium for a limited number of years. 
Both plans give insurance for life, under promises to pay the amount 
of the insurance to the beneficiary upon the death of the insured. 
The third, or endowment plan, like the limited payment plan, con- 
templates the payment of premiums for a specified number of years 
nly, but unlike either, the insurance is effected under promises to 
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— pay the amount thereof upon the insured’s attaining a certain age, 
or at death prior thereto. 

Until within recent years the proceeds of these and other forms 
of policies were paid to beneficiaries in a lump sum. Latterly it has 
become much the vogue to disburse the proceeds in instalments, and 
therein lies the origin of the income policy. It will be seen, there- 
fore, that the income policy is not a new plan of insurance, but 
simply contains a device or method, grafted on to the older plans, 
for leaving the proceeds of the policy with the insuring company, to 
_ be paid in instalments; and it may be written on the ordinary life, 
limited payment, endowment, and even on the term plan. 

Income policies are divided into two great classes—those which 
provide income for beneficiaries and those which provide income for 
insurants themselves. The first is constructed by incorporating the 
income feature in ordinary life and limited payment life plans; the 
second is constructed by applying the same method to endowment 
plans or by the incorporation of disability benefit provisions in any 
of these plans. A treatment of the idea as a whole entails the con- 
sideration of the various types of income provided, and the applica- 
tion of these types to each of the forms of insurance to which they 
have been adapted. 


Types or INCOME 


“Income” is rather a broad term. In its general application 
it may cover revenues arising from many sources. In its applica- 
tion to the subject in hand it deals specifically with certain types of 
instalments and annuities, hence it is desirable that our terminology 
be made clear. 

Instalments. The term ‘instalments’? when used in connec- 
tion with an insurance policy refers to sums of money payable at 
stated times for a definite period. We thus have policies payable 
in ten, fifteen, twenty or more annual instalments certain; and in 
such case the instalments are payable during the fixed period 
whether the person to whom they are payable lives out that period 
or not. If the person to whom such instalments are payable dies 
before the end of the period, the remaining instalments can be made 
payable to the estate, or the commuted value of the same can be paid. 

Life Annuities. A life annuity is an amount payable each year 
to an individual, dependent upon the continuance of the life of that 
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individual. A deferred annuity is, as its name implies, one in which 
the payments to the annuitant begin at some time in the future. 

Continuous Installments. The term “continuous instalment” 

i is one that is used quite commonly in connection with income poli- 

- ¢ies. This is a plan of settlement which combines with the pro- 

vision for instalments certain a deferred annuity of equal amount to 

_ begin on completion of the instalments certain and to be paid as long 

as the beneficiary shall survive thereafter. 

Thus it will be seen that the term “‘ Income Policies”’ as applied 
to the ordinary forms of whole life insurance is a very flexible term 
and, as I shall develop it later, stretches still further than this in its 

- application to an income for the insured himself under endowment 
policies and under disability provisions. 
. INCOME TO THE BENEFICIARY = 
_ _Instalments Certain. As has been pointed out, instalments cer- 
tain may be arranged for various periods of years: five, ten, fifteen, 
twenty, twenty-five or thirty. Twenty years is the period most 
- eommonly used. A settlement by instalments certain deals with 
definitely established facts; it is not dependent upon a life contin- 
- gency except as to the time of payment of the first instalment, and 
_ this contingency, while it enters into a consideration of the premium 
to be charged, has no bearing whatever upon the amount or number 
of the instalments to be paid. 
: There are two distinct forms to be kept in mind. The one, for 
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ments. In this case at time of settlement the company has in hand 
$10,000 with which, at an assumed interest rate of 3} per cent, it can 
guarantee twenty annual instalments of $679.80. The other form, 
instead of increasing the instalments by interest accretions, ap- 
proaches from another angle, by discounting the interest earnings. 
This form, in contrast with the example I have just cited, provides 
twenty annual instalments of the fixed amount of $500. The ulti- 
mate amount payable to the beneficiary i in this case, it will be seen, 


hand at the death of the insured is not $10,000 but its discounted 
equivalent. At an assumed interest rate of 34 per cent this actual 
amount would be $7,354.90. In the first case the company charges 
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premiums upon an insurance of $10,000; in the second, it charges 
premiums only upon the actual amount of insurance involved, or 
$7,354.90. Either of these forms could be called a $10,000 policy, — 
but they represent two distinct values: one an immediate $10,000 
the other an ultimate $10,000. The fact that these things are so — 
similar in name and yet so dissimilar in value unfortunately has led _ 
at times to unscrupulous misrepresentation. Applicants, in cases 
of competition, have been led to believe they were getting the full — 
amount of insurance at a lower rate. As a measure of protection © 
several state legislatures have required that contracts payable in 
instalments must show prominently the commuied value or cash _ 
equivalent of such instalments. 

Continuous Instalments. The instalments certain policy, as I 
have shown, converts capital into income; this income continues | 
only for a stated number of years, twenty years being the usual | 
period. But the beneficiary may live longer. Having been accus- 
tomed to a fixed income, what will the situation be when that in- 
come ceases? To answer this question the late Emory McClin- © 
tock, for many years the well known actuary of one of the prominent | 
New York companies, devised the continuous instalment feature. — 
The first policy of this kind, according to the best available informa-— 
tion, was issued on February 1, 1893. 

The provision of instalments certain is a relatively simple _ 
matter. It does not make any difference whether the beneficiary — 
is five years of age or fifty years of age, the premium rate isthesame. _ 
But the assumption of an obligation to pay twenty annual instal- _ 
ments certain, and to continue to pay the same amount annually 
thereafter so long as the beneficiary lives, immediately involves a _ 
new and very important fact, the age of the beneficiary; for it be- 
comes necessary in this case to combine with the instalments certain 
a deferred annuity to the beneficiary of the same amount, to begin 
twenty years after the death of the insured. 

Under this form of settlement the company stands obligated to 
pay twenty instalments certain to somebody. Should the bene- _ 
ficiary die before these twenty payments have been completed, then _ 
the residue is payable to the estate of the beneficiary. Usually in 
this case policies provide that upon the death of the beneficiary the 
commuted value of the unpaid instalments shall be paid to the estate 
of the beneficiary inalumpsum. The theory is that the purpose of 
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a the income has been fulfilled, and it facilitates the settlement of the 


estate to bring the contract to an immediate termination. Of 
-_ eourse, the death of the beneficiary of itself terminates the deferred 
annuity agreement and no value vests in the estate of the beneficiary 
‘ by reason of this termination. Under the continuous instalment 
form, if the beneficiary die before the insured, this immediately 
terminates the deferred annuity agreement and, from that time on, 
_ the annual premium is reduced by the amount charged for the de- 
ferred annuity, the policy continuing for the face amount payable 
in twenty instalments certain. A new beneficiary may be substi- 
tuted, but the deferred annuity feature cannot be restored as the 
_ life upon which it was originally predicated has ceased to exist. 
Among very competent life insurance critics there are those who 
~ do not place a high value upon the continuous instalment feature. 
- They argue that in the average case of a man and wife their ages are 
approximately the same, their chances of survivorship are about 
equal, and they point out that the probability of the wife surviving 
the husband for a period of more than twenty years is necessarily 
~ remote. While there is merit in this argument so far as it goes, the 
_ fact remains that the true values of these possibilities are taken into 
account with mathematical exactness in the making of the rate, con- 
sequently the benefit bears a proper relation to its cost. In the 
_ ease of a son insuring for the, benefit of his mother, I grant that 
the continuous instalment feature is not particularly interesting. 
_ At the outset there is a disparity of many years in their ages. Pro- 
a _ jecting this age-difference into the future on the basis of the Ameri- 
_ ¢an Experience Table of Mortality it will be seen that it is unlikely 
_ —but of course not impossible—that the mother will live to profit 
_by the deferred annuity provision. Reverse the order. Consider 
the case of a parent insuring for the benefit of a young child and the 


_ with mathematical exactness and the insured in each case gets 
what he pays for. 

1 Monthly Income. This policy involves no new principle. It 
_merely intrdduces.a new method of payment—the instalment idea 
carried to a finer degree. By a computation of interest it is not 
difficult to reduce an annual instalment into semi-annual, quarterly, 

or monthly payments. Under the usual forms the first annual in- 
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stalment is payable immediately upon due proof of the death of the 
insured. With many companies it is the practice, where monthly 
payments are desired, to make a simple division of the annual in- 
stalment into twelve parts without regard to interest, reasoning that 
the interest on the eleven deferred payments about compensates for 
the additional labor and expense of making twelve payments each 
year instead of one. ' 

Immediate Payment and Monthly Income. This policy also 
involves no new principle. It is an attempt to adjust the method of 
settlement to the beneficiary’s exact needs. As the name implies, it 
provides an immediate payment, usually one-tenth of the face 
amount, and thereafter a monthly income. The theory is that 
death, generally preceded by sickness, entails extraordinary ex- 
penses and a readjustment of the family finances. By providing 
for the payment of one-tenth of the face amount at death, this need 
is met and the beneficiary is assured an income for the future. 

Optional Modes of Settlement. Recently it has become more or 
less general practice to include in the regular policy forms, even 
term policies, a provision offering various modes of settlement at 
death or maturity. Usually there are three options: 


1. Proceeds left at interest. The proceeds of the policy may be left with the 
company at a guaranteed rate of interest, subject to withdrawal in whole or in part 
at any time on demand, under certain specified conditions. 

2. Instalments certain. The proceeds shall be paid in equal annual, semi- 
annual, quarterly or monthly instalments for a period of from two to twenty-five 
years, as may be agreed. 

3. Continuous instalments. This option operates as previously described. 
The amount of each instalment is determined by the age of the beneficiary or payee 
when the first instalment becomes due and, for obvious reasons, the company will 
require satisfactory evidence of the age of such beneficiary or payee. 


Two tables are included in the provision, the one showing the 
instalments provided under Option 2, the other showing the amount 
of the continuous instalments, referred to in Option 3, at the various 
ages of payee or beneficiary. 

This provision, it will be noted, is an extension of the income 
idea to a point that makes this method of settlement an available 
part of nearly all the regular forms of life insurance policies. As 
the name implies, these modes of settlement are optional. While 
the insured is alive and the policy in force he may specify in writing 
under which option he desires the proceeds of his policy paid. 
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“Should he fail to exercise his right to make a choice, the right of 


it will be seen that it is necessary for one or the other to perform a 

gum. Herein lies the one weakness of this provision—and it is not 
nature. The fact that he has the privilege of election as to the 
method of settlement is very interesting to the average policy- 
holder, but in this as in the matter of making one’s will the actual 


_ the good that this provision might accomplish is not accomplished 
_ for the reason that the insured so often fails to exercise his right. 


_ this income to begin when his own income is cut off by death. But 


_ for the insured himself by arranging an instalment settlement under 


p poi" of receiving the proceeds of the policy in a lump sum he is 
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choice is still open to the beneficiary after the insured’s death. But 


definite act of election, otherwise the proceeds will be paid in a lump 


so much a weakness of the provision as it is a weakness of human 


performance is all too frequently put off. As a consequence much of 


INCOME TO THE INSURED 

Endowment Income. All that has been said in the foregoing 
sections deals with income policies as related to the beneficiary in 
ordinary life and limited payment life forms. In other words, an 
income provided by the insured for someone dependent upon him, 


this same principle has been applied to the provision of an income 


an endowment policy. Thus a man of thirty may insure, for ex- 
ample, under a thirty year endowment policy, and, at age sixty, 


assured a fixed income for say twenty years. In like manner the 
deferred annuity is also applied to the endowment income. By 
combining with the instalments certain a deferred annuity onthe =—- 
life of the insured, his policy guarantees him that at maturity 4! ] 
he will receive the proceeds of the policy in twenty annual instal- 
ments certain and, should he survive that period, a continuance of = =—s_—™ 
these annual instalments for the rest of his life. ei re 

Disability Income. In addition to the provision of an income for 7 
the beneficiary upon the death of the insured, and the provision 
of an income for the insured himself to make up the shrinkage of his 
income in advancing years, there is still another field in which the 
income idea is being applied to good purpose. I refer to the grant- 
ing of protection against the risk of total and permanent disability, 
that living death which not only cuts off income but very often 
makes necessary the sacrifice of life insurance protection at a time 
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when its need is most imminent. This provision was first introduced 
by the late L. G. Fouse, of Philadelphia, October 16, 1896. While 
something like one hundred and fifty life insurance companies are 
now offering some form of disability provision, a great many of these 
limit the provision to a mere waiver of premiums. This takes care 
of the policyholder’s insurance, but it does not take care of him. 
The disability provision in its best development not only lifts from 
the insured the load of premium payments, but also provides an 
income for him. The method of treatment varies with different 
companies. In some cases provision is made for the payment of the 
face amount in eight equal annual instalments, in others ten instal- 
ments, still others provide for instalments over a longer period. 
In most of these cases the instalments paid to the insured on account 
of disability are deducted at death or maturity. A still later devel- 
opment of the idea, and quite the broadest protection that has come 
into thisdield, is the provision which guarantees that in case of total 
and presumably permanent disability the insured shall receive a 
stated annual income—or more correctly speaking, a disability 
annuity—which shall continue, if disability continues, until ma- 
turity, or death if prior. Whether the policy terminate by death 
or by maturity, the full face amount is paid, to the beneficiary in the 
one case, or if terminated by maturity, to the insured himself, with- 
out deduction of any payments made to the insured because of dis- 
ability or of the premiums waived for the same reason. 

The fact that the insured has become totally and permanently 
disabled does not as a rule alter the situation of the beneficiary or 
remove the need of insurance protection. A policy that converts 
insurance provided for the beneficiary into an income for the insured 
upon his becoming totally and permanently disabled serves one 
purpose, of course, but it is an immediate subversion of the chief 
purpose originally intended. The policy that keeps in mind the need 
of the beneficiary and at the same time makes full provision for the 
need of the insured, in case he should become totally and perma- 
nently disabled, serves both purposes and has much to commend it. 
In nearly all these forms the disability provision is limited to dis- 
ability occuring before age sixty. To provide against the risk of 
disability in the more advanced ages would entail a very heavy 
premium which would make the whole proposition unattractive. 
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ee It is safe to say that 75 per cent of the beneficiaries of life in- 
surance policies are women. They are not financiers; they are just — 
plain, average women who with very few exceptions are entirely 
lacking in any broad grasp of business matters and especially the 
investment of large sums of money. All their lives they have de- 
pended upon husbands and fathers who have borne the financial 
responsibility and looked after the money matters of the family. 
What acquaintance they have with money is almost invariably on an 
- income basis. In the case of the wage-earner the weekly pay en- 
velope provides the amount with which the family has to deal. 
Move up the scale, you have the salary-earner’s monthly check form- 
ing the basis of the family budget. Only at rare intervals, when the 
surplus earnings have accumulated to a sizable amount, is the fam- 
ily called upon seriously to consider the question of investment. 
Upon those rare occasions the husband or the father decides. 
There are exceptions, of course, but this is the rule. So with all her 
inexperience, sensitiveness, and over confidence in human nature, is 
it right to expect a woman suddenly bereft of her bread-winner and 
adviser to take hold of a large sum of money and invest it safely and 
profitably? Think of a man suddenly retiring from business and 
asking his wife and children to step in and take charge. Then con- 
template, if you please, a widow, dejected and sorrowful, her chil- 
dren gathered about her, her lap full of money, the proceeds of her 
husband’s life insurance. This money is her fortune, her protection 
against want. Her happiness in the future and the welfare of her 
children depend upon how wisely she invests it. That is the task 
with which she is confronted. The question is inevitable—has that 
husband done all that he might have done? Was it enough to have 
this money placed in his wife’s lap and expect her to work out her own 
salvation? 
; It has been said that a widow is a shining mark for a mining 
_ shark. It would be funny if it were not so tragic. Every life 
_ insurance man of any experience has seen instance after instance 
_ where the proceeds of life insurance policies have been dissipated 
_ through the inexperience or gullibility of beneficiaries. Puck pub- 
lished a cartoon some time ago entitled “The Widow and Orphan.” 
+ It pictures a woman in widow’s weeds hurrying out of a life insur- 
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ance office, one hand clasping the hand of her child, the other a bag 
labeled “life insurance money.” Coming pell-mell down the street 
after her is a mob of men, each with something to sell,—Cuban land, 
gold mining stock, suburban real estate, and what not! Verily, 
her real trials have just begun. 

The Human Element. Or the sudden possession of a large sum 
of money may cause a woman to take a new turn—as it has some of 
her stronger brothers—to set up standards of living which cannot 
last and which in the end must result in humiliation and distress. 
Not long ago a prominent newspaper contained the following: 


Less than a year ago, one of the prominent citizens in this vicinity died, leav- 
ing his wife life insurance amounting to nearly $25,000. She immediately became 
“rich,” rented a large house in a prominent locality and lavished money in furnish- 
ing it. She had not the faintest idea as to the value of money. What was left 
after dabbling in luxuries, the stock market, where she had invested at the sug- 
gestion of “her friends” previous to the recent slump, was cleaned up, so that she is 
left without a dollar other than what might be realized from the household fur- 
nishings. And indeed, there may not be very much realized from that source, as 
there are now two months’ rent due, with no available funds to pay it. 


The story is told of a widow and daughter in Buffalo, now 
living in a small apartment and taking in sewing to eke out a meager 
existence. This mother and daughter inherited in all three fortunes, 
approximately a million dollars. Most of this money was invested 
by the daughter, on the advice of friends, in high-interest-bearing 
securities. A good part of it was squandered in more or less ex- 
travagant living. In 1907, in the pinch of panic, it became neces- 
sary to realize on some of their investments, and sad was the awak- 
ening when they found that their packet of beautifully engraved 
certificates was valueless. 

A Chicago business man, killed by a train, left his widow a 
total of $90,000 insurance. Ten thousand dollars of this amount 
was payable in instalments; $80,000 was payable in a lump sum. 
Her brothers and some other relatives were developing a gold mine. 
They had put their money into it; they believed in it; they per- 
suaded her to invest her entire capital. She went in to the extent 
of her $80,000 and attempted to have the life insurance company 
commute the remaining $10,000 that was payable in instalments. 
This was contrary to the provisions of the policy and the company 
refused to comply. The widow became quite indignant and re- 
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One year 
‘te when her next instalment was due she called at the office of the 
company, sought out the president and poured out her thanks and 
appreciation. Her entire investment of $80,000 was gone; this 
$10,000 instalment policy was the only thing that stood between her 
and want. 

Countless instances of this same kind might be recited. No 
statistics are available on the subject. In the very nature of the 
ease, it would be difficult to assemble data sufficiently complete and 
-< aeataes reliable to reveal the whole truth. It has been estimated 

F 


that of the proceeds of life insurance policies paid i in lump sums about 
60.per cent is lost by the beneficiaries within six years after the death 
of the insured. I do not vouch for this figure. I prefer to believe 
that it is an overestimate of the true facts. Although my own ob- 
servation convinces me that most of our American people live in the 
present and do not greatly concern themselves with the future. 
With a large sum of money in hand a great many women succumb to 
the temptation to enjoy a season of luxurious living even at the risk 
of actual want in the future. They spend their capital instead of 
their income. This is more or less an American habit. In France 
and England they do not speak of a man as being worth 500,000 
francs or £20,000. They live on income. The money they have 
and the money they save is carefully put by at interest. The aver- 
age American carelessly feels that he is worth all the money he 
happens to have and too often he spends accordingly. Thrift has 
not yet become a prominent virtue in his life; he has not yet learned 
* to think in terms of income. 

But I am convinced that a wholesome change is setting in in our 
American life and income policies will play no small part in educating 
our people to conserve capital and live on income. Just now we are 
_ in a period when a great many of these policies are being sold; we 
_ have not yet reached that point when the benefits of this form of in- 
surance will be universally felt and understood. In the course of 
years every community in this broad land will be dotted with homes 
_ here and there that will be in regular receipt every year, many of 
_ them every month, of an income check from some distant life 
insurance company. ‘These income checks are bound to have an 
educational value to the children who grow up in those homes. 
ker They will not be without their lesson to the tradespeople of those 
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communities; in course of time they will undoubtedly exert a potent 
influence upon the thrift of the nation. 

Sizes of Incomes. It is sometimes argued that an income policy 
is all right for a man who can carry a large amount, but that it 
does not fit the small insurer. It seems:to me this is fallacious 
reasoning. The farther down you go in the scale of amount the 
less financial ability and investment wisdom you are likely to find in 
the beneficiary. If there is one person in the world who needs in- 
come rather than capital it is the woman who all her life has been 
educated to live out of a weekly pay envelope. Income is a relative 
thing. Twenty dollars a month, or even ten dollars a month would 
seem as big to this woman as $100 a month to her more fortunate 
sisters. A woman left with the problem of rearing her small chil- 
dren needs above all else shelter. Give sueh a woman a home she 
can be sure of and she will somehow contrive to feed and clothe her 
little ones. A sure income of twenty dollars a month or ten dollars a 
month would pay the house rent and give her a confidence that is 
hard to measure. A woman with a sure income, however small it 
may be, can take it with her wherever she goes. It is not like a piece 
of property that may shrink in value, or because of her inability to 
dispose of it anchor her to some particular spot. 

The income policy is just as interesting to the man of large 
means. In fact, men of larger affairs and broad financial experience 
appreciate the value of the income provision more than anyone else. 
In this connection it is interesting to note that in the late J. Pier- 
pont Morgan’s will all bequests to women, with a single exception, 
were left in trust. Mr. Morgan was doubtless one of the shrewdest 
and most capable financiers of his time. Moreover there is every 
reason to suppose that the beneficiaries of his will, had they been 
given principal instead of income, would have received for the ask- 
ing wise counsel and direction in the matter of its investment. But 
in his wisdom Mr. Morgan saw to it that the matter was definitely 
fixed before his death. Alba Johnson, President of the Baldwin 
Locomotive Works, one of the largest manufacturing plants in the 
world, in addressing a body of life insurance men recently, told of a 
similar provision he had made in the case of his own sons. He 
had no reason to feel that his sons would not grow up to be worthy 
and capable men. He did not wish to place any stigma upon them, 
but he was anxious to make their future sure. Accordingly, he 
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said, he took $100,000 insurance on his life for each one of them, and 
willed that this amount be put in trust. 

ADVANTAGES FOR THE INSURED et 

The foregoing relates the advantages of the income principle 
to the beneficiary. As much and more might be written of the ex- _ 
tension of these advantages to the insured by the extension of income 3 
to endowment. 

The creation of an estate for those who usually do not accumu- 
late one during life is one of the greatest benefits of life insurance. 

The teacher, the clergyman, the clerk, the American man—and his 
name is legion—who goes through life on a salary which is definitely 
limited, finds in insurance the only means of leaving to his family 
an estate sufficient to meet stark necessity. The greatest advantage ~ 
of the life insurance policy is that it creates that estate immediately 
and guarantees safety at once. 

But such a man is one who, if he live to advanced age, finds 
the necessity for provision for dependents grow less and necessity — 
for provision for his own age grow stronger as the years wear on. 
Hence the endowment idea. 

Strange to say, the maturity of his policy finds such a man very 
often in almost the same position as the widow to whom the in- — 
surance company has just paid unwonted thousands. He has lived ': a" 
his life on a monthly or weekly check, his whole training in invest- | 
ment has been along the lines of putting by small amounts to realize : 
a total adequate sum. He has seldom, if ever, been asked to invest 
any considerable amount of money. Moreover, he is an old man in 
most cases and his knowledge of business values is often far from 
up to date. In some instances he is entirely under the domination 
of next of kin who may not be too keenly interested in his welfare _ 
in comparison with their own. To such a man is turned over the © 
thousands which he has saved during twenty, twenty-five, or thirty — 
years. Quite often it is all that stands between him and absolute oa 
poverty. 

For such a man, for the hundreds of men who, in varying de-— 
grees and varying ways, are so placed, the income plan is a great and 
needed protection. For the man who sees before him a certain 
number of years of limited production to be followed, if he live, by — 
some years of complete or partial Ron-production, the policy witch 
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combines the endowment plan with income for life must commend 
itself if he will take the necessary time and possesses the ability 
to give insurance a sober, clear consideration. 

Advantages of Administration. Among the many general ad- 
vantages gained by income insurance, that of its help in simplifying 
the vexed problem of estate administration is one which deserves 
more than passing mention. The transfer of property from the dead 
_ to the living is one of the great functions of a civilized society and, 
_in our highly complex and greatly interwoven structure of modern 
life, it has become a wonderfully intricate but, in many cases, far 
from economical machine. 

The income policy is, in effect, a trusteeship. In its opera- 
tion it is very much like a will with the insured acting as his own ex- 
- ecutor. The entire disposition of the estate—this portion of his 
estate—is definitely fixed before his death; no lawyer’s fees or 
court costs, no embarrassment or delays or difficulties can enter 
_ into the administration of this estate. The insurance company fills 
the réle of administrator; by law, by contract and by a proper 
regard for the wishes of the insured, it is compelled to distribute 
the proceeds precisely as the insured has directed through the in- 
come policy. And there is never the fear that the institution will 
die as there is in the case of the personal executor or administrator. 

Any man who wants to dispose of an estate must first get 
an estate to dispose of. The income policy also provides that. 
_ Immediately upon payment of the first premium the insured’s estate 
_ is richer by at least the face amount of the policy, and it is an es- 
tate that will not shrink in the administration. The beneficiary can 
- count absolutely on what she will receive, when and for how long. 
Judge White of the Probate Court at Cleveland, Ohio, once 
_ said that after an experience of years it was his observation that the 
loss was oftentimes considerable in estates admitted to probate 


- administration. ‘Fortunes accumulated by the toil of years,” 
said the Judge, “often shrink with amazing rapidity in the hands of 
- incompetent next-of-kin, and the beneficent provision of wills are, 
_ in many cases, defeated by improvident and ignorant administra- 
tion.”” Speaking of life insurance funds in this connection the Judge 
aid: 
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No one becomes better acquainted with the value of life insurance than the 
judicial officer who has in his control the administration of the rights of widows and 
Pe =_— My observation is that policies of life insurance that provide for their 
payment in instalments . . . . instead of policies which secure a sum in 
gross at maturity, are very much safer and better for the beneficiaries. Consider- 
ing this whole matter, I am free to say that estates one-half as large, adminis- 
tered bya . . . . duly constituted corporate institution, would give, in a 

- large majority of cases, better results than estates twice as large, administered by 

Tse - indiscriminate next-of-kin who are entitled by law to the letters; and that life in- 
< ~ surance payable in instalments . . . . will produce, in a majority of cases, 


_ double the benefit that would be realized upon insurance payable in a gross sum 
immediately after the death of the assured. 

ADVANTAGES FOR AGENT AND CoMPANY eS 


Lpemmnryed the many points _ which income policies make 


vantage . the age “i, He makes his livelihood out of the sale of 
Therefore, to borrow a phrase from the field of commercial 

‘ edie. he is interested in anything that will make his goods 
more attractive to the buying public. Undoubtedly income poli- 
cies have done this. They at once appeal to a man’s business sense, 


from the scene, an ever-recurring sides of his love for them and 
his tender solicitude for their material welfare. 

It is interesting to note how the income idea will sometimes 
* effect t a sale where an ordinary form of insurance would not evoke 
‘much interest. For example, a certain man had been solicited a 
es number of times but none of the agents who interviewed him seemed 
2 able to make any impression. His wife was dead; he had a large 
amount of rene ed there was no one dependent upon him but a 
Now it so happened that this child was a 


would be a life. Another agent went into the case, 
oom this fact, and also learned that all of this man ’s insur: ince 


~ “remove from the field of doubt the future care of that helpless 
a and he succeeded in placing an additional policy on that 
life. 
A similar instance is related in the case of a father with a blind 
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son. This man also carried a large line of insurance but when the 
advantages of the income policy were made clear to him, he was 
convinced that he had not gone as far as he might go in the pro- 
tection of his helpless offspring. Another father with an only 
daughter was glad to take an income policy in addition to his other 
insurance upon the suggestion of an income check to arrive each year 
on his daughter’s birthday to keep green in her memory her father’s 
affection. These, of course, are the exceptional cases, but they 
serve to illustrate the salesmanship value of the income idea. 

Many parents like to feel that their daughter is not entirely 
dependent upon her husband’s income. So long as the father is 
alive there is little to fear, but after his death there is always a chance 
that things may not go just right. Here again the income policy 
steps in with just the right provision; not a lump sum of money 
that an improvident husband might squander, not a piece of prop- 
erty that might be converted into cash and disappear in the same 
way, but an income that can be paid only to that daughter, an in- 
come that will continue with unfailing regularity whatever else may 
happen to her family or its finances. Such a provision will give 
her an independence that may have an important bearing upon her 
happiness. 

In insuring the lives of professional men the agent also finds 
the income policy a great help. Very frequently men of this class 
so thoroughly devote themselves to their special line of work that 
the thought of commercial profit gets little attention. Some of the 
brainiest men the world has ever known have accumulated little 
or nothing. The income policy makes a strong appeal to this class. 

It is the testimony of all agents who have had experience that 
the income idea serves to increase the amount of the average policy. 
The whole presentation is on a basis of income. The prospect is led 
to think in terms of income. The face amount of the policy is kept 
in the background and seldom mentioned. Very often a man will 
buy a policy providing an income of $100 a month when if he had 
been approached on the basis of lump-sum insurance he could not 
have been persuaded to take more than one half the equivalent face 
amount. It is a well established fact that most men are under 
insured. 

The personal income, that is the income to the insured himself, 
is particularly valuable as a stimulator of business. And one does 
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not have to search far to find the reason. If there is one thing in 
the world that the average man is interested in it is himself. This 
is quite natural and quite human. Self-preservation is the first 
law of nature. Purely as a matter of salesmanship it is easier to 
sell a man a policy from which he himself will reap the benefit than 
to interest him in something which will take place after he is dead. 
‘This is the fine distinction between death insurance and true life 
insurance—insurance for the living. 
Nearly every man in active business hopes to retire some day 
- but with most men it is only a hope, they have no plan. A policy 
_ prov iding a sure income to begin at age sixty or sixty-five and to con- 
tinue for the rest of the insured’s life is an ideal retirement plan. 
_ And when the same policy includes life insurance protection for the 
> beneficiary and the provision of a disability income in the event of 
_ the insured’s becoming totally and permanently disabled, it will be 
seen that all of life’s major contingencies are well provided for. 
_ This policy adjusts itself to the insured’s changing needs; it pro- 
4 vides insurance protection when he needs that; it provides an in- 
come when his own income-producing powers are on the wane; it 
provides that in event of total and permanent disability he will be 
relieved of the burden of premium payments and will receive a dis- 
ability income which, in a measure at least, will compensate the 
loss of his own income. This attractive combination of features 
_ makes a strong appeal to men, and just as strong an appeal to em- 
_ ployed women. It presents life insurance on a new and interesting 
basis and makes the work of the agent easier and more profitable. 
Then there is another side, and this is of interest to bene- 
 ficiary, insured, agent and company. Whether it be income to 
_ beneficiary or income to insured it is taken for a definite purpose, 
- with a certain specific end in view. This being the case I am con- 
* _vineed that a broad experience in the future will show a better record 
of persistency in this class of business as compared with lump-sum 
_ life insurance. Nor do I feel that the average policyholder will be 
$0 apt to borrow from future income as he now borrows from what 
Tue BroapeR ASPECT 
While the many solid advantages of the income principle as 
- applied to life insurance are becoming more evident, and while the 


rT 
»* 
4 
‘ 
Jl = 
re: 
live 


4 18 Tue ANNALS OF THE AMERICAN ACADEMY 


rapid growth in the writing of this form of policy is an indication that 
it is to be an ever increasing factor in the insurance business of the 
- nation, there is another and broader aspect of the subject which has 
- constantly forced itself upon my attention. 

The growth of the “income idea’”’ is not only an indication of 
_ the increased thought of life insurance investors, but it is a guage and 
a sign of the increasing growth of thought and sense in the American 
people. It is an almost certain indication of the solid, sure and 
inevitable development of the character of the people of this coun- 
try toward care and thrift. It is one of the great evidences of the 
passing of the pioneer, the carelessness for the future, the insta- 
bility of aim which mark all new countries. It is the growth of the 
desire to make life more certain, comfort more sure, reward more 
definite, which is the underlying desire of civilized man and which is 
the measure, in its presence and force, of his civilization. It is 
not the only evidence of this national development, but it is one of 
the evidences which is most easily discernible and lends itself to 
accurate measurement. It is not necessary for me to add that this 
increasing tendency toward thrift is something which does, and 
_ indeed ought to, give rise to a sentiment which may be described 
only as patriotic. 

. Not only in its revelation of the growing thrift of the people 
does this growth of income insurance give material for wider 
thoughts and open up great vistas of economic speculation. It isa 
further indication, it seems to me, of the inherent purpose of the 
American people to solve problems in a democratic way. It is a 
step toward the solution of such vexing questions as “‘old age pen- 
sions” and “compensation’’ which have for some years occupied the 
minds of European governments and resulted in advanced and de- 
bated legislation. It would be a remarkable thing indeed if the 
American nation, of itself, within its own homes, by the might of the 
massed consciousness of a sane and thinking people, should solve 
_ these problems without the aid of laws by which the thrifty majority 
_ force thrift upon the thriftless minority. It is possible to believe 
that the people of this nation may in such increasing numbers sub- 
- tract investment from wages in sufficient amount to safeguard old 
age and disability that the government shall never have to do it for 
them. That this is not Utopian may be learned from a glimpse at 
the statistics of life insurance; that it is democratic may be main- 
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tained by the statement that the mutual life insurance company is 
one of the most voluntary and democratic institutions ever devel- 
oped in society. 

It is in consideration of these wider aspects of the relation be- 
tween life insurance as an institution and the nation as a whole that 
the income policy takes on a singularly significant, almost pro- 
phetic aspect. Nor can the man who reflects upon this aspect, 
with its great and ever widening growth, its increasing weaving of 
itself into the very heart of the thrift and personal prosperity of a 
vast people, fail to reflect also upon the equally enormous growth of 
life insurance institutions which must inevitably go with it. Itisa 
reflection which brings with it a solemn feeling of responsibility— 
but not of doubt. For I firmly believe that the same desire to pro- 
tect the home which has been the root and stock of American life 
insurance, the same growing sense of thrift and responsibility which 
has been the main spring of all its developments, such as the income 
policy, will keep pace with material growth, and that the same 
spirit which has increased insurance savings to the billions will walk 
hand-in-hand with the spirit which converted insurance companies 
from private corporations into great mutual democracies. It is of a 
vision such as this, not only possible but probable, that the rapid 
growth and development of the income policy is a hope and a sign. 
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LIFE ANNUITI ES 


By M. Linton, F.I.A., F.A.S., 


Vice-President and Associate Actuary, The Provident Life and Trust Company 
of Philadelphia. 


‘The primary function of the life annuity is to insure that a 
given sum of money will produce a life income larger in amount 
than could be safely secured through the channels of ordinary 
investment. The regular life annuity contract is a promise to pay, 
in consideration of a single cash sum, a fixed amount periodically 
during the lifetime of a designated person, called the annuitant. 
Annuities in practice are paid yearly, half-yearly, quarterly or 
monthly. 

The periodical payment yielded by a given sum invested in an 
annuity is larger than the return through the channels of regular 
investment, for the reason that each annuity payment consists of 
interest and of a portion of the principal of the invested fund. If 
the length of life of the individual could be exactly foretold, he could 
establish his own annuity fund. He would be able to use a definite 
portion of the principal each year with assurance that the fund would 
not be exhausted during his lifetime. For example, if a man knew 
that he would live exactly ten years from a given moment and if 
he knew that during that period he could realize exactly $4.50 for 
each $100 invested in the regular manner, he would find by a simple 
computation that each $100 applied as an annuity would yield 
$12.64 at the end of each year for ten years. Each yearly payment 
would contain a portion of the principal as well as interest. At the 
expiration of the ten years the last cent of principal would have been 
withdrawn. 

Because of the uncertainty of life for the individual, and, on 
the other hand, of the comparative certainty of the average mor- 
tality rates that will be experienced by a large group of individuals 
collectively, annuities are made possible through the codperative 
association of annuitants into groups, sufficiently large to insure the 
operation of the law of average. In practice, this codperative 
association is made possible by the insurance companies which 
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establish annuity funds and sell annuities to the public. It is the 
purpose of the present article to discuss in a non-technical manner | 
_ some of the problems that arise in theory and practice in connection 
with annuities and to portray some of the developments that have __ 
come about in recent years in the application of annuities to the * 


needs of the public. 


oe the layman, the calculation of the annuity premium is 
presumably based upon the so-called ‘“ Expectation of Life’ of the 
annuitant. That is to say, if the mortality table which forms the 
basis of the calculation indicates that the expectation of life is a 
certain number of years, it is assumed that the true annuity premium 
is the present value of a series of annuity payments extending for 
exactly that number of years. A calculation of this nature will, 
it is true, yield a rough approximation to the true present value of 
the life annuity, but that is all. It can be demonstrated that the 
method always overstates the annuity value. In practice it is 
never employed for the scientific computation of rates. In fact, 
to the actuary, the expectation of life is hardly more than of 
- academic interest. He may now and then employ it to compare the 
relative characteristics of different mortality tables, but for the 
- scientific computation of monetary values, never. 
The correct method of computing annuity premiums is es- 
sentially as follows: The mortality table, upon which the compu- 
i tation is based, consists fundamentally of a series of numbers, 
showing how many persons out of a given number alive at the 
_- youngest age in the table, survive to each age throughout the possible 
range of life. Given, therefore, a large group of persons all of the 
same age, the mortality table renders it possible to forecast how 
many of the group will be alive one year hence, two years hence, 
three years hence, and so on until all of the members of the group 
have passed away. If, therefore, a promise should be made to pay 
a yearly annuity of a dollar to each member of the original group, it 
- eould be foretold how much would have to be paid at the end of the 
first year to those surviving at that time, how much would have to 
be paid at the end of the second year and at the end of the third 
year, and so on throughout the number of years covering the 
possible span of life of any of the members of the group. This 
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series of payments may be compared to a serial bond issue maturing 
in definite amounts throughout a period of years. And just as the 
banking house computes the present value of the principal payments 
under the serial bond issue, so the actuary computes the present 
value of the series of annuity payments that will be made to the 
members of the annuity group. Dividing the present value of the 
complete series of future annuity payments, by the original number 
of members of the group, he arrives at the true present value of the 
life annuity on the basis of the mortality table employed and of the 
rate of interest assumed in determining the present value of the 
future payments.! 

It will be of interest to compare the present value of the life 


with the true present value. Employing the Carlisle Table of 
: mortality as the standard, we find that at age 35 the expectation 
- ‘of life is 31 years. On a 4 per cent basis the present value of an 
annuity of $1,000 payable yearly for 31 years, is $17,588. The 
true value of the life annuity of the same amount at age 35, on the 
basis of the Carlisle Table and 4 per cent interest, is $16,041. At 
_ age 75, where the expectation of life is 7 years by the Carlisle Table, 
. _ the erroneous value of the 4 per cent life annuity of $1,000 payable 
--_——- yearly is $6,002 and the true value is $5,239. It is strange that in so 


- for the caleulation of claims where life annuities are involved. 
One would have surmised that the error therein involved would not 
have remained unchallenged and that a demand would have arisen 
for the abandonment of a method which is so unfitted for scientific 
computation. 
Annurry Rares in AMERICA AND IN GREAT BRITAIN 
At this point it will be instructive to set out in tabular form 
the percentage yearly return upon capital invested in an annuity at 
certain ages in America and in Great Britain. For the purpose of 
CS the fifteen largest United States’ and Canadian com- 
panies which write annuities, and the fifteen largest British com- 


1In practice, this extended method of computation is not actually required, 

since mathematical short-cuts have been developed which greatly facilitate the 

actuarial calculation. The final results of the short method, however, are identical 

with those obtained by the extended processdescribed. 
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panies which write annuities, have been selected and the rates of 
each group of companies averaged. The average, together with 
the highest and lowest return under the given ages are shown in the 
following table: 


Taste Comparative RETURNS ON AMERICAN AND BRITISH ANNUITIES 


Mae 
A a 
ge _— 15 15 15 15 
7 American British American British 
—— companies companies! companies companies! 


Lowest 5.40 5.41 5.29 5.21 
40 Average 5.83% 5.88% 5.53% 5.56% 
Highest 6.29 6.21 6.08 5.85 


Lowest 6.57 6.61 6.22 6.13 
50 Average 7.03% 7.14% 6.51% 6.59% 
Highest 7.58 7.46 7.07 6.82 


Lowest 8.55 8.75 7.89 —_ 
60 Average 9.21% 9.41% 8.31% 
Highest 9.87 9.63 8.83 8.58 
Lowest 11.91 12.80 11.39 11.33 
70 Average 13.27%, 13.73°; 11.94°; 12.14% 
Highest 13.85 14.00 12.47 12.35 


Lowest 17.76 16.57 
Highest 22.47 20.20 


1 The rates of the British companies, as usually published, provide for the 
‘payment of the annuity in half-yearly installments and for the payment at the 
death of the annuitant, of such proportion of the annuity payment as may have 
‘accrued up to the date of death. In order to place the comparison of the two 
sets of rates upon the same basis, the British figures were “corrected” by means 
of the British Offices’ annuity tables with 3} per cent interest. 


The two uniform characteristics indicated by this table are: 


(a) That the return is greater to male than to female annui- 
tants. This characteristic flows from the indisputable fact that the 
vitality of female annuitants is superior to that of male annuitants. 

(b) That the average return is less in the American than in the 
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_ British companies. This characteristic probably results from the | 7 
fact that the American annuitants are longer lived than British 
annuitants. 


ANNUITIES MOST POPULAR AT THE OLDER AGES bald - 


A casual inspection of the foregoing table explains at once why 
it is that few annuities are sold at the younger ages. The percentage 
return at these ages is not sufficiently in excess of the return upon 
funds invested through the regular channels to induce prospective 
annuitants to hazard the loss of a considerable portion of their 
principal by investing in an annuity. At the older ages, however, 
where the return exceeds say 8 per cent, the annuity makes its 

greatest appeal. In no other manner can a sum of money be 
invested to yield an absolutely certain life income of so large an 
amount. It is true that there is a possibility of death before the 
principal, together with a normal rate of interest, may have been re- 
turned to the annuitant. But this possibility of loss is in the 
nature of a premium which the annuitant pays to insure the receipt 
of a guaranteed life income, perhaps several times the amount that 
could otherwise be obtained from “gilt edge’’ investments. 

Annuities have reached their greatest development in older, 
longer established countries where there are large accumulations of 
capital and where interest rates are relatively low. Pioneer coun- 
tries, where available capital is urgently needed for development 
of their resources and where the return upon investments is corre- 
spondingly large, know little of annuities. For this reason, America 
has had less experience with annuities than has Great Britain. It 
will be interesting to note the effect of the war upon the annuity 
situation. If the accumulation of capital in the warring countries 
shall continue to be depleted and if the rate of interest after the 
war shall rise, as seems probable, there will exist a double influence 
tending to retard the annuity business of the European companies. 

A rising interest rate will of course make itself felt in this 
country but it is hardly likely that the reaction upon annuities 
will be so pronounced here, as in Europe. It may even be com- 
pletely neutralized by the presence of larger accumulations of 
capital arising out of our present prosperity. 
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is to the problem of liberating for the urgent needs of the present, 


capital that would otherwise be held invested because of the 
income it produces. An excellent example taken from the literature 
of a company that has made a specialty of the annuity business, 
will serve to make this application clear: 


A father, 69 years of age, had two sons, one a lawyer, age 27, and the other 
a doctor, age 29. Each was struggling to build up a practice in London. The 
father realized that his boys were then more in need of financial assistance than 
they were likely to be in later years after he had passed away. His income, about 
£400 a year, derived from investment of £12,000, was just sufficient to meet his 
own requirements. If he gave his sons any of the capital he reduced his own 
income. He solved the difficulty by purchasing an annuity of £400 payable £100 
a quarter. This cost him about £3,184 of his capital. The balance of £8,816 he 
equally divided between his sons, enabling the doctor to move to Harley Street, 
and the lawyer to secure a remunerative partnership. 


It is safe to predict that the application of the annuity thus 
to liberate funds for present application that would otherwise be 
held invested until the death of the benefactor, will become more 
extensive as the public becomes familiar with the possibilities 
offered by the annuity contract. 


2 
ANNUITANT 


Annuitants are proverbially long-lived. The reasons pe a 
are not far to seek. In the first place, only those who feel assured 
of a good chance of living to old age are likely to apply for annuities. 
This self-selection on the part of annuitants is marked. It is 
indicated by the fact that the mortality among a group of annuitants 
who have recently purchased their contracts is much lower than 
the mortality among a group of annuitants of the same age who have 
held their contracts for a longer period. 

A similar phenomenon occurs in the field of life insurance 
where the applicants for insurance policies are medically examined 
before acceptance. It is found that the mortality among policy- 
holders who have recentiy become insured is lower than the mor- 
tality among policyholders of the same age who have been insured 
for a longer period. There is no medical examination required of 
the prospective annuitant, but his “self-selection”? produces the 
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same kind of effect as does a rigid medical examination of the pro- 
spective insurance policyholder. 

In the second place, the condition created by the very existence 
of the annuity tends to the longevity of the annuitant. The 
annuity eliminates all worry as to the safety of the investment. At 

best, the man or woman who is solely dependent upon the income 

+ 2° - from invested funds cannot be free from anxiety as to the safety of 

the income or of the principal. There is always a possibility of loss 

_ from trade depressions, labor crises, war or rumors of war. When 

an investment is made in an annuity in a well-established company, 

the income is rendered as secure as it is humanly possible so to do. 

A great financial institution guarantees the payment of that income, 

and there is the additional safeguard that the state governments 

create departments whose duty it is to supervise the companies and 

to conserve the interests of all who hold their contracts. The entire 

absence of anxiety is one of the factors tending to the extraordinary 
longevity of annuitants. 

One striking characteristic, invariably shown, is that female 
annuitants possess vitality superior to that of male annuitants. 
It is on this account that an annuity on a male life costs less than 
a similar annuity on a female life. 

Another characteristic of annuitant mortality is that, with 
but slight exception, each successive mortality table that has 
appeared, has shown a decrease in the mortality rates. This is 
particularly true of the tables based upon female annuitants. 
Under life insurance contracts, an improvement in vitality is a source 
of gain, since every death claim deferred provides opportunity for 
premium and interest income to build up the fund with which the 
claim will ultimately be met. In the case of annuity contracts, 
however, the improvement in vitality is a source of loss against 
which the companies must carefully safeguard themselves. 

The British government, which sells annuities in connection 
with the national debt, made a costly error at the inauguration 
of its annuity transactions. One of the earliest of the mortality 
tables to come into general use was the Northampton Table, 
published in 1783. This table was adopted by at least one life in- 
surance company as a basis for computing insurance premiums and 
owing to the high rates of mortality shown by the table, the insurance 
contracts yielded the company a handsome profit. Because of the 
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prestige thus gained for the Northampton Table, it was adopted as 

a basis of calculation when the British government undertook the 

sale of annuities. The result was a heavy loss, since the high rates of 

mortality produced exactly the opposite effect under the annuities 
from what they had produced under the life insurance contracts. 

In discussing the annuity rates of American and British com- 

panies, mention was made of the fact that the rate of mortality is 

higher among British annuitants than among American annuitants. 

_ This result may possibly be attributed to a greater salubrity of the 

s climate i in America. Or it may be attributed in some measure to 

the fact that in Great Britain, annuities are frequently purchased 

under the terms of wills, so that there is less opportunity for self- 

" _ selection on the part of the annuitants. It is claimed that a larger 

proportion of inferior lives is therefore included among the British 

; annuitants than is the case in this country where most of the 

— ‘annuity business arises from those who voluntarily purchase their 

own annuities. 

Apropos to the subject of annuitant mortality, it is interesting 

_ to note that a few companies have adopted the plan of selling 

annuities on more favorable terms to those who, upon medical 

- examination, are found to be in impaired health. This practice 

opens up an extensive field for development. In particular, it af- 

fords opportunity for the physician to exercise his skill in appraising 


“the life risks presented for his judgment. 


ANNUITIES WITH PARTICIPATION 


Within the last two years, an eminent actuary, not directly 
connected with any life insurance company, has urged that insurance 
‘companies operating on the mutual plan should allow annuity 
contracts to participate in the surplus that may be derived from the 
annuity business. He claims that the granting of participation 
would do much to popularize annuities and to enable them to render 
- @ more extensive service than is now the case. The problem is 
interesting, and has occasioned much discussion among the actuaries 


of the companies. As yet, it can hardly be stated that a final decision 


has been reached. It will, however, be of interest to review some 
of the non-technical aspects of the case. 

In the first place, it is generally conceded that there is no sound 
reason why a company operating on the mutual plan should deprive 
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annuitants of any annuity surplus which can with safety and with 
_ satisfaction to the annuitants, be distributed among them. As a 
prerequisite, however, it is essential that annuity premiums should 
be adequate to meet all claims and expenses pertaining to the 
- annuity group and at the same time to provide a reasonable margin 
_ of safety to guard against unforeseen contingencies. It is a sound 
_ principle that the annuitant group in an insurance company should 
be financially sufficient unto itself. Not to make adequate provision 
to that end, would be to inject an element of injustice into the 
operation of the company. 

In order to compute annuity premiums, the companies adopt 
a conservative rate of interest and a mortality table that, so far 
as can be foreseen, will not understate the vitality of the annuitants. 
But in this choice of a conservative mortality table there is the 
difficulty that, with but slight exception, each successive annuitant 
table that has been published has indicated an improvement in the 
vitality of annuitants. It is doubtful, therefore, whether any 
existing table correctly measures the vitality of future annuitants. 
Since an improvement in the vitality of annuitants is a source of 
loss, it is of prime importance that a margin of safety be included 
in the annuity premium to guard against abnormal longevity. 

One of the means by which this margin of safety may be 
obtained is through the assumption of a relatively low rate of in- 
terest, say 3} per cent, when in reality a higher rate, say 4} per cent, 
may reasonably be anticipated. No actuary would voluntarily 
choose this method for the scientific computation of the desired 
margin of safety. But he has been practically forced to adopt 
the method by the state laws which compel the computation of 
annuity reserves upon the basis of an interest rate not exceeding 
34 per cent. This condition at once suggests that the laws should 
be changed and that the official valuation rate of interest should 
be increased. Undoubtedly this change would constitute a step 
in the right direction, since it would permit of the scientific com- 
putation of the margin of safety. Annuity premiums computed 
in this scientific manner would probably differ from the rates now 
in use, but it is doubtful whether the change would result in a4 
uniform lowering of the premium. It would probably result in an 
increase at certain ages and a decrease at other ages, but in a man- 
ner such that the aggregate annuity premiums received by the 
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companies would differ but slightly from those now received. 
This belief is strengthened by the testimony of several companies 
who have carefully investigated their annuity experience, to the 
effect that through a series of years the gain arising from the realiza- 
tion of an actual interest rate considerably above that assumed in 
the premium computation, has been counterbalanced by a loss 
arising from the superior vitality of the annuitants. 

Assuming, however, that sufficient interest surplus will arise 
from annuity contracts to justify their participation therein, in 
what manner shall the distribution be made? Since the annuity re- 
serve upon which the interest is earned, deereases with the lapse of 
time, the interest surplus will, generally speaking, likewise decrease. 
A decreasing dividend, however, finds little favor with the public, 
and therefore it has been suggested that each surplus distribution 
should be translated into a uniform increase of the regular annuity 
payment rather than be paid in a cash sum. This suggestion is not 
impossible of application, but its complete consideration would lead 
us far afield into a maze of actuarial symbols. 

Another problem still more puzzling than the most satisfactory 
manner of distributing interest surplus, is that pertaining to the 
distribution of any mortality surplus which may be realized. 
To whom shall mortality surplus be apportioned? Certainly the 
surplus has not been contributed by those who have lived. It has 
been contributed by those who have died prematurely. Should the 
distribution therefore be made to the living, or to the estates of the 
deceased? Each point of view has its advocates. Some argue 
that a distribution among the living annuitants will tend to popu- 
larize annuities, and they relegate to a minor position, the argument 
that the living annuitants are the very ones who have contributed 
nothing to the mortality gain. They further attempt to support 
their position by the pseudo-analogy from the realm of life insurance, 
that the losses arising from the excessive mortality among insurance 
policyholders fall upon the living who have not caused the loss. 
Others contend that, wherever possible, gains and losses should be 
allocated to the sources from which the gains or losses arise, and 
that therefore the annuitant who invests in an annuity and dies 
prematurely is entitled to have any resulting surplus returned to his 
estate. 

_ Enough has been said to raise the question whether the dis- 
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tribution of surplus among annuitants would, after all, prove so 
satisfactory that annuities would greatly increase in popularity. 
But even if an entirely satisfactory method of distribution were 
available, the question at the present time is largely academic, since 
in most instances, the companies believe that their annuity premi- 
ums are barely more than adequate on the present basis. If they 
were to render their annuities participating, it is extremely doubtful 
whether they would do so without raising their rates.2, And it may 
be seriously questioned whether the grant of participation, coupled 
with an increase in rates, would render annuities more attractive to 

the public. 
It has been urged that if the companies would vigorously push 
the sale of annuities there would be less to fear from abnormal 
_ longevity of the annuitants. We have already made reference to the 
_ self-selection exercised by annuitants in their purchase of annuities, 
but it is undoubtedly true that if the annuity business could be 
greatly extended there would be less to fear from this self-selection 
and therefore less risk of adverse mortality experience. At the same 
time, vigorous endeavors to sell annuities involve larger commissions 
to the agent, and provision therefor must be included in the premium. 
? For the benefit of the technical reader, the following table has been prepared 
showing the percentage return on annuities in the 15 American companies, taken 
from the former table on page 23, and also the return upon annuities computed 
on the following basis: (1) 4} per cent interest, (2) McClintock Annuitant Tables 
modified on the select and ultimate principle by the percentages 30, 50, 65, 80 and 
90, (3) loading 5 per cent of the gross rate. The net premiums on the above 


basis were obtained by a third-difference interpolation formula from the table 
on page 281, of Vol. 16, of the Transactions of the Actuarial Society of America. 
Mates 
M 


Average . Average McC 44% 
15 companies, 15 companies, modified 


6.3% 5.58% «5.98% 
3.2 2. 11.94 = 11.55 
19.3500 17.60 
- It is evident from this tabulation that the margin of safety in the premiums 
. s now in use by the companies is not excessive. Since the interest assumed in the 
- computation of the specimen rates is 4} per cent, the margin of safety depends 
- almost entirely upon the precarious mortality element. It is not difficult to 
understand why the companies are loath to jeopardize that margin by granting 
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to cover a status involving the continuance of more than one life, 
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In other words, the tendency toward a lowering of the premium 
might be largely offset by the provision for the larger commission 
required to popularize annuities, to such an extent that the mortality 
rate would be sensibly increased. The whole problem is complex, 
and the paths have been so little trodden that it is doubtful whether 
the companies will see their way clear to grant participating life 
annuity contracts. Their hesitation does not arise from any 
desire to deprive the annuitant of anything that is rightfully his. 
It is due to an honest doubt whether participation can, without 
loss, be granted under circumstances that will be of real benefit to 
the annuity business as a whole. 


VARIATIONS OF THE REGULAR ANNUITY 


Thus far we have confined our discussion to the regular life 
annuity. Before leaving the subject, however, mention should be 
made of the so-called “complete” annuity. Under the regular 
annuity, the last of the periodical payments is made on the regular 
payment date immediately preceding the death of the annuitant. 
Under the complete annuity, such proportion of the annuity pay- 
ment as may have accrued up to the date of death is paid to the 
estate of the annuitant. This feature is included regularly in the 
annuities of but four of the large American companies, whereas 
it is very generally included in the annuities of British companies. 
Many annuitants prefer the complete annuity, since it provides a 
fund at death that will assist in the payment of indebtedness that 
may have been incurred subsequent to the last regular annuity 
payment. The complete feature increases the price of the annuity, 
particularly at the older ages, and in making comparison between 
the rates of different companies, care should be taken to investigate 
whether the annuities are alike in this respect. 

Another variation of the regular annuity provides that if the 
annuitant dies before the annuity payments have amounted to the 
purchase price, the balance will be paid to the annuitant’s estate. 
It follows, of course, that the premium for an annuity of this nature 
is greater than for an annuity without the return-premium feature. 


Tue Jornt Lire ANNUITY 


The joint life annuity is an extension of the annuity principle 
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A typical illustration is that of an annuity payable as long as either 

a husband or wife shall live. In actual practice, annuities involving 

more than two lives are seldom issued, though the actuary is 

- prepared to compute rates for practically any combination that may 
devised. 


_ ee a of much value is the deferred annuity. The first 
payment under this annuity is deferred for a period of years, say 
to the end of the annuitant’s income-earning period. It may be 
purchased by a single premium or by a series of premiums. Upon 
the death of the annuitant the contract terminates. For an 
additional premium, provision may be made for the return, upon 
the death of the annuitant, of such part of the premiums as may not 
have been returned in annuity payments. 

The deferred annuity is particularly adapted to men and 
women, without present or prospective dependents, who desire to 
provide during their income-earning period against possible depend- 
ency inoldage. There is no more economical manner in which this 
provision may be made; though it is essential if there be depend- 
ents, that the deferred annuity should be supplemented by addi- 
tional provision for their support. To meet this latter contingency, 
contracts involving both the annuity principle and the insurance 
principle have been developed. 


fini 
THE Ruversionany ANNU 


One of these combination contracts developed to meet the 
demand for a method of protecting a dependent in the event of the 
death of the breadwinner, is the reversionary annuity which provides 
for the payment of a life annuity to a beneficiary commencing upon 
the death of a designated person known as the insured. 

For example, a son may employ the reversionary annuity to 
insure a life income to his mother, should she outlive him. The 
contract may be paid for by a single premium or by a limited number 
of annual premiums, continuing, however, only so long as the 
mother and son both live. Upon the death of the son, the annuity 
payments to the mother commence. Should the mother die 
before the son, the contract terminates and all premiums paid are 
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ANNUITIES 


Where there is a considerable difference in the ages of the 
insured and beneficiary, the reversionary annuity renders its 
greatest service, and under these circumstances it is well adapted to 
the protection of the older of the two lives in the event of the death | 
of the younger. Where the ages are more nearly equal, however, or 
where the beneficiary is younger than the insured, thereversionary 


annuity possesses many weaknesses. 


In the first place, it is the experience of all life insurance com- 
panies that the beneficiary originally designated under a contract 
is frequently not the beneficiary who finally receives the benefits 
under the contract. The original beneficiary may die and be re- 
placed by another, or may be changed because of completely 
altered conditions. Under the reversionary annuity the beneficiary 
cannot be changed. If the original beneficiary dies, the contract 
falls, and another beneficiary cannot be substituted. The incon- 
venience caused by this condition is intensified by the fact that 


__‘-reversionary annuities are issued only upon medical examination of 


- the person upon whose death the annuity is to commence. It is 
therefore impossible to enter into a’new contract with a new bene- 
ficiary, without submitting again to medical examination; and it is ; 
obvious that the health of the insured may have deteriorated to such 
an extent that he will not be accepted by the company. 

In the second place, the reversionary annuity fails to make © 
adequate provision for dependents, as for example children who | 
may be living at the death of the insured, but who were not included 
in the original contract. If a man should protect his wife by a 
reversionary annuity and upon his death should be survived by the 
widow and by one or more children, the children would receive bene- _ 
fit from the annuity, only during the lifetime of the mother since © 


the payments would cease immediately upon her death. 


In the third place, the reversionary annuity, as commonly 
issued, makes no provision for the old age of the insured himself. 
If a man should designate his wife as the beneficiary under a rever- 
sionary annuity, and should reach old age with insufficient resources 
to render him independent, his wife would suffer with him, since 
the annuity feature of the contract becomes operative only upon his 
death. This weakness of the reversionary annuity would be 
removed if, in addition to paying a life annuity to the beneficiary 

upon the death of the insured, the contract were enlarged by the 
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- inelusion of a deferred annuity feature to provide for the notin 
of a life annuity to the insured to commence when he attains a given 
age, say age 60 or 65. But even with this enlargement, the contract 
would be weak in that the beneficiary could not be changed and 
in that those dependent upon the insured who were not bene- 
ficiaries under the contract would be left in a precarious condition 
upon the death of the insured. 

In the fourth place, if it should be desired to terminate the 
contract the reversionary annuity possesses no cash surrender 
value. 

Tue Income Po.icy 


The analysis of the reversionary annuity leads to the con- 
sideration of a modified form of the same contract—the monthly 
tae policy. The monthly income policy remedies in large 
measure the weakness discovered in the reversionary annuity. In 
the first place, the income payable upon the death of the insured 
under a monthly income policy is payable monthly for a fixed 
number of years certain and thereafter during the remaining life- 
time of the beneficiary. By the phrase “fixed number of years 
certain” it is meant that when the income becomes payable by the 
death of the insured, the income during the so-called “period 
certain” is guaranteed irrespective of the life of the beneficiary. 
On this account, it is possible to change, ad libitum, the bene- 
ficiary who shall receive the “income certain’’; and as the 
“period certain” is frequently twenty years, the privilege is a 
valuable one. The income payable after the expiration of the 
period certain is usually payable only during the lifetime of the 
beneficiary originally designated. The monthly income policy 
therefore solves in large degree, the difficulty inherent in the 
reversionary annuity contract, that the beneficiary cannot be 
changed. There still remains, however, the difficulty in changing 
the beneficiary who shall receive the life income after the period 
certain has expired. 

Another immense improvement of the income policy upon the 
reversionary annuity is that it protects any children who may be 
living at the death of the insured. The fact that the income is 
payable certainly for say twenty years, insures that the children 
will receive an income until they have acquired an education and 
_ have become self-supporting. 
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Furthermore, the monthly income policy possesses a cash — 
surrender value based upon insurance value of the income payable _ 
during the period certain; whereas, as we have noted, the reversion- - 
ary annuity makes no provision for cash surrender. . 

The most complete form of monthly income policy adds to the 
one just described, a further provision under which the income 
commences upon the insured’s living a specified number of years, 
or say to age 60 or 65. In this event, the income is paid to the 
insured during his remaining lifetime, and after his death to the > 
beneficiary, with a guarantee, similar to the foregoing, that pay- 
ments for a period certain will be made if both the insured and 
beneficiary die during the period. If the insured dies before the | 
date when his income is due to commence, the income is paid to 
the beneficiary for life, with the guarantee of the income fora 
period certain. This contract is adapted to furnish complete pro- 
tection to a husband and wife, and also protection, during minority, 
to any children living at the death of the insured or at the time _ 
the income to the insured commences. 

The premium for each of these monthly income policies de- 
pends upon the age of the insured and of the beneficiary. If the 
policy is paid for by periodical premium payments, the additional 
premium charged for the life income to the beneficiary beyond the 
period certain, is discontinued upon the death of the beneficiary 


during the premium-paying period. 


A concrete example will serve to illustrate the great service 
rendered by the last described monthly income policy. Take 
the case of a husband and wife aged 35 and 30 respectively. The 
first provision the husband desires to make is for the protection of 
his wife and children should he die prematurely, say before age 65. 
The policy therefore stipulates that if the insured dies within 30 
years, a monthly income of say $50 will be paid to the widow as long 
as she shall live, with the guarantee that whether she lives or not, 
at least 240 monthly payments of $50 each—that is, $12,000 in all— 
will certainly be paid. This guarantee, covering the period certain, — 
will furnish an income during the minority of any children living . 
at the death of the insured. The second provision the husband __ 
desires to make is for a monthly income payable during the old age of 
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his wife and himself. The policy therefore stipulates that if the 
insured lives 30 years, a monthly income of $50 will thereafter be 
paid to him as long as he shall live and then upon his death to his 
wife as long as she shall live, with the same guarantee as before, 
that 240 monthly installments of $50 each will certainly be paid, 
whether or not the insured or his wife lives to receive them. Ac- 
cording to the rates of a company which issues this policy, the 
annual premium therefor on the basis of a monthly income of $50 
is $341.10. This premium is payable for 30 years, or until the 
‘prior death of the insured, and will be reduced each year by the 
annual distribution of surplus. If the beneficiary dies during the 
premium-paying period, the yearly premium will be reduced to 
$297.45, which in turn will be reduced as in the previous instance by 
the annual distribution of surplus. 


Tue Montsty Income Option Mopern Lire INSURANCE 
PoLiciEs 


The most flexible adaption of the annuity principle to the 
needs of the public is the provision in many life insurance policies 
whereby the proceeds of the policy, when the policy becomes a 
claim, may be paid to the beneficiary in the form of a monthly 
life income, the amount of which is determined by the age of the 
beneficiary at the time the proceeds of the policy- become payable. 
There is usually a provision that the income shall continue for a 
period certain, say 10 or 20 years, whether or not the beneficiary 
lives to receive the income payments. The difference between this 
policy and the monthly income policy, is that the premium provides 
for the payment of a definite cash sum, which when it falls due may 
be applied to purchase a life income, the amount of which will 
depend upon the then attained age of the beneficiary, whereas the 
premium charged for the monthly income policy takes into account 
the age of the beneficiary at the time the policy is issued and provides 
for an income to the beneficiary of a fixed amount, without reference 
to the age attained by the beneficiary when the policy becomes a 
claim. The regular insurance policy admits of complete freedom 
as to change of beneficiary whereas, as we have seen, the monthly 
income policy, in this respect, is somewhat restricted. 

The income provision, either in the monthly income policy or in 
the monthly income option, is one of the most important develop- 
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ments during recent years in the insurance field. The provision 
guarantees that the insurance money left to the beneficiary will 
actually accomplish what it is intended that it should accomplish. 
The life insurance companies know only too well how frequently 
the proceeds of policies are lost through unwise investment; how 
frequently the beneficiary becomes a prey of the speculator who 
paints glowing pictures of tremendous profits. The monthly income 
provision is an “insurance of the insurance.” It renders certain 
that the prime object of the insurance will be realized, namely, the 
protection of the beneficiary after the death of the breadwinner. 4 
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CONCLUSION 


The annuity principle is rapidly becoming more and more a 
vital factor in our social system. Whether it be purchased by a 
single premium and be in the form of an income to commence a 
month hence, or whether it be purchased by a series of yearly 
premiums and be in the form of a life income to commence upon the 
happening of some future contingency, as, for example, the death 
of the breadwinner, the annuity method is the surest method by 
which anyone can be provided with a guaranteed life income. 
Incidentally, it is the method which will provide the maximum 
guaranteed life income for the outlay of a given sum. aaa - 
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na INSURANCE ON SUB-STANDARD LIVES 


By Artaur Hunter, F.F.A., F.AS., 


Actuary, New York Life Insurance Company; President, Actuarial ~ 
Society of America. 


F Certain types of persons who apply to insurance companies 
are known as sub-standard, under-average, impaired, or invalid 
lives. These lives do not come up to the standard which is required 
by the companies to entitle the applicants to policies at the usual 
rate of premium under their regular forms of insu ance. It would 
be impossible to lay down an exact definition of a sub-standard 
risk, because one company with liberal methods of selection might 
accept an applicant as a standard life while another company with 
a stringent selection might treat him as a sub-standard risk, or 
decline to issue a policy. So far as each individual company is 
concerned, however, it may be said that a sub-standard risk is one 
on which a company has refused to grant a policy on any terms, 
has charged an extra premium, has advanced the age, has imposed 
a lien, or has otherwise adversely modified the usual terms of the 
contract. The great majority of companies either accept or decline 
an applicant for insurance, while a few insure a goodly proportion 
of the sub-standard lives under plans which suit the conditions and 
conform to the valuation placed on the risk by the medical depart- 
ment. 


Types or Sus-STANDARD LIVES 


Sub-standard lives consist generally of the following:— — 


1. Persons who are suffering from a serious disease. oe As 

2. Persons who have had a history of a serious disease, or have had certain 
major operations. 

3. Persons with an unfavorable physical condition, including those whose 
blood pressure or urine is abnormal. 

4. Persons who in the past have had attacks of ailments not usually con- 
sidered serious. 

5. Persons who have had an unfavorabie personal history of aiiments not 
of major importance which may be liable to recur. 

6. Persons whose habits as to alcohol have been bad in the past, who occa- 

sionally drink to excess, who have taken a cure for alcoholism, or who 

drink freely but not to the point of intoxication at the present time. 
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INSURANCE ON SUB-STANDARD LIVES 


7. Persons with a short-lived family history, with a family history of some 
hereditary disease, or with a hereditary predisposition to a serious disease. 

8. Persons whose build differs so much from the average that past experi- 
ence warrants the expecting of a higher mortality among them. This 
covers persons who are overweight and those who are underweight. 

9. Persons in hazardous or semi-hazardous occupations. 

40, Persons living in unhealthy localities. 


In the foregoing list would appear persons with such serious 
impairments that they would not be accepted by insurance com- 
panies on any terms. These generally consist of persons actively 
diseased, such as those now suffering with tuberculosis, cancer, or 
diabetes; also persons with serious forms of heart trouble. 

The necessity for plans to meet the needs of sub-standard 
risks can be realized from the fact that 10 per cent of the applicants 
for insurance are not considered by the companies as standard lives. 


History or Sus-StanparD INSURANCE 


The necessity of providing insurance for sub-standard lives 
was early recognized, but it is only within very recent years that 
the necessary plans have been put into effect by strong companies 
in the United States to meet the needs of such risks. In 1865 the 
Universal Insurance Company, a New York corporation, was 
stated by Elizur Wright, the Insurance Commissioner of Massa- 
chusetts, to have plans for insuring at advanced rates the lives 
rejected by other offices. About the same time other companies 
made the same announcement, but neither they nor the Universal 
succeeded in making a success of that business; in fact, every com- 
pany failed which engaged in the insuriag of under-average lives in 
these early days of life insurance. In 1892 the Life Insurance 
Clearing Company of St. Paul was organized for the insurance of 
sub-standard lives exclusively, but after a brief existence it was 
reinsured. Its plans were not attractive. Another company, 
the Security Trust Company, was organized in Philadelphia iu 
1896, and obtained considerable ‘rejected’? business from the 
agents of other companies. It is needless to take up the reasons 
for its lack of financial success; suffice to say that it also had to be 
reinsured. 

The first successful attempt in this country to do under-average 
business was made by the New York Life Insurance Company in 
1896. At the end of twenty years it has over $300,000,000 of such 
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business on its books, and has paid over $40,000,000 in death losses, 
The Equitable Life Assurance Society also undertakes this form 
of insurance, and has over seventy millions of this business in 
force. Another company which does both industrial and ordinary 
business had about forty millions of insurance in force in its under- 
average class, in addition to a considerable amount of business on 
lives in semi-hazardous occupations which were placed in the inter- 
mediate class. Other companies, not so large as these three, have 
also plans for granting insurance to sub-standard lives. In Great 
Britain several of the early endeavors to treat impaired lives equita- 
bly met with success, so that there are a number of companies which 
have carried on that business many years, one company for more 


than ninety years. 


st? 


The foregoing figures indicate that the need for this kind of 
insurance is very great. A conservative measure may be obtained 
by assuming that 5 per cent of all the applications for insurance 
are declined by companies, and could safely be covered under sub- 
standard policies. This would mean that during the year 1916 
applications for about $115,000,000 of insurance had been refused 
protection during that year. 

An idea may be obtained of the types of risks which are received 
by a company transacting sub-standard business from the following 
table, in which the cases appear according to their importance: 

Tuberculosis in family history Ly ogg 


Albumin, intermittent or constant a 


Heart murmur 
Underweight at young ages 


Occasiona! alcoholic excesses 

History of cured tuberculosis, blood spitting, consolidation of lungs, ete. 
Fi History of inflammatory rheumatism qa 

History of renal colic, gravel, hepatic colic, gall stones, etc. : aan 

Fragile, not robust, anaemic 

History of malarial fever, or chills and fever how 


History of gastritis, or catarrh of stomach 


‘Irregular pulse = 


Sugar, intermittent or constant 
Goitre 
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ae In addition to the foregoing, and more numerous than any of 

these types, are occupations involving hazard, such as electricians 
handling live wires, saloon keepers, firemen in city departments, 
locomotive engineers on railroads, employes in gunpowder plants, 
grinders of glass, underground coal miners, stone cutters, and 
workers in compressed air. 

While it is evident that persons coming within the foregoing 
classes are fully as much in need of insurance as standard lives, 
plans which would be fair to the policyholders and to the company 
were developed very slowly. As already pointed out, it was thirty 
years after the first unsuccessful attempt to insure under-average 
lives before a large company undertook such business. This was 
not due to any lack of enterprise on the part of American insurance 
men, but to the great difficulties in the way, and to the apprehension 
of failure based upon the history of other companies. The main 
difficulty was to find reliable mortality bases, which entailed a 
knowledge of the mortality under the numerous types of under- 
average lives. If the companies had been confronted with a few 
main types, without any complications, such as persons with albu- 
minuria, mitral regurgitant heart murmur, or glycosuria, the diffi- 
culties would have been much more readily solved. Frequently, 
however, there were other defects in addition to the principal im- 
pairment. So far as preparing the actuarial plans for meeting the 
extra hazard, there has been sufficient knowledge on this point for 
the last forty years, but there has beea very little available material 
until recent years with regard to the relative mortality among the 
various groups of impaired, lives. Most of the available material 
until a few years ago was based on English statistics, and these were 
scanty in volume. 


INSURANCE ON SuB-STANDARD Lives vat 41 


BASES OF 


The first successful attempt in this country to obtain satis- 
factory statistics was made by Dr. Oscar H. Rogers, who investi- 
gated the mortality among the declined cases of the New York Life 
Insurance Company. These investigations were commenced in 
1893, the records of the declined cases for the preceding twenty 
years being completed by means of correspondence with agents, 
with friends, and with salaried employes of the company. The 
date of death was obtained aad also a record of the last date on 
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which the applicant was known to be living. With regard to the 
cases which could not be traced, it was assumed that there would be 
a death rate among them three times as great as among the cases 
whose records had been obtained. It was recognized, however, 
that because of the different conditions, there might be a different 
incidence in mortality among the policyholders to whom sub-stand- 
ard contracts are issued than among the declined cases. For 
example, among the declined applicants all those who were refused 
insurance because of drinking occasionally to excess would be under 
observation, except those who had moved to an unknown address. 
On the other hand, the persons to whom sub-standard policies were 
offered had the right either to accept or to refuse to take them. If 
the applicant thought the company was too severe with him he 
would be inclined to refuse, while if he felt that he was obtaining a 
liberal policy from the company he would surely accept. As a 
result, there would be a selection against the company by reason of 
the poorer grade of risks taking the offers of the insurance company. 
A similar condition may be noted in the case of companies which 
accepted certain “border-line”’ risks on their regular plans and found 
by experience that these risks should have been granted sub-stand- 
ard policies. Most of these types were considered doubtful by the 
companies, and, accordingly, a very strict selection was maintained 
when they were accepted as standard lives; that is to say, only one 
out of every five might have been granted a policy, and therefore 
only the best of each type was accepted. When suitable provisions 
are made for meeting the extra mortality there need not be so strict 
a selection, and in that event the group of sub-standard lives would 
not prove to be so high grade outside of the impairment in question 
as those accepted as standard risks. 

The statistics giving the relative mortality among the various 
types of under-average risks are generally taken from the following 
sources: 


The unpublished experience of individual companies; 


(¢) The Medico-Actuarial Mortality Investigation; ine) 
 @ The papers appearing in (1) the Transactions of the Actuarial Society of 


Minti America; (2) the Proceedings of the Association of Life Insurance Med- 
an ical Directors; (3) the Journal of the Institute of Actuaries; (4) the Trans- 
wl actions of the Faculty of Actuaries, and the published accounts of other 
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INSURANCE ON SuB-STANDARD LIVES 


At this point a word should be said with regard to the Medico- 
‘Actuarial Mortality Investigation. That investigation was con- 
ducted by a committee composed of members of the Actuarial 
b< ph Society of America and the Association of Life Insurance Medical 
_ Directors. The data were contributed by forty-three American 
oh and Canadian life insurance companies, and covered a period of 
about twe.ty-four years (1885 to 1909) on about two million lives. 
hi ‘The report of the committee appears in five volumes, and covers 
the relative mortality in ninety-seven classes of occupation and 
i  femty-cight types of medical impairment. It also contains data 
a ‘ relating to the influence of build on mortality, new tables of height 
and weight, standard tables of cause of death, relative mortality 
- _ in the southern states, an extensive study of the effect of alcohol on 
~ longevity , the influence of a family history of tuberculosis, and the 
experience of the companies in four groups of women. These 
reports are invaluable in assisting the companies to determine 
whether a risk is standard or sub-standard. They also enable 
x experts to determine approximately the extra mortality which 


ie _ should be anticipated on many types of under-average lives. 


MertTuop or EXPRESSING THE RELATIVE MortTALItTy 


In expressing the relative mortality the general practice is to 
use the proportion which the mortality in the class or group bears 
to the mortality among a corresponding group of standard lives. 
_ In the Medico-Actuarial Mortality Investigation, for example, the 
mortality experienced by the companies among standard lives was 

obtained for the various policy years under groups of ages at entry. 
_ The “expected” deaths in the various classes or groups were then 
calculated by multiplying the “‘exposed to risk of death”’ by these 
_ sets of mortality ratios. These “expected” deaths represent the 
- approximate number which would have died if all the lives had been 
-— standard. The number of “actual” deaths occurring in the sub- 

standard class under investigation is then ascertained, and the 
_ proportion which they bear to the number of deaths by the standard 
table is the measure of the relative mortality. For example, if 
there were 300 “actual’’ deaths among a class of persous who had a 
mild type of heart murmur, and if the “expected” deaths according 
to the experience on a corresponding body of standard lives would 
have been 200, then the ratio of actual to expected deaths, or the 
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relative mortality, would be 150 per cent,—.e., 50 per cent in excess 
of the standard or of the normal. 


‘There are three requisites for a satisfactory plan of meeting 
the extra mortality on sub-standard risks: 


1. It must be equitable to the sub-standard policyholders, and not a burden 
on the standard policyholders, or on the company as a whole. 

2. It must be attractive to the applicants,—that is, the policies must be 
saleable. 

3. It should be equitable as between the different types of sub-standard lives. 


ha PLANS FOR INSURANCE OF SuB-STANDARD Lives 


The principal plans on which sub-standard risks are accepted 
are: 

1. A lien is imposed on the policy, thereby reducing the face of the policy at 
death, and such lien is generatiy reducible by the premiums paid from 
year to year. 

2. An extra premium is charged. 

3. The premium is charged at an advanced age instead of at the true age. 

4. The policy is placed in a special class as to surplus or dividend. 


In addition to the foregoing, policies have been issued on the 
double endowment plan or on modifications of it. Under double 
endowment policies a short period of years is selected, usually 
twenty years, during which if the insured dies his heirs receive one- 
half of the amount payable at the end of the twenty years. It is 
equivalent to an insured buying a pure endowment policy of $2,000 
payable twenty vears hence if he should live, with a term insurance 
policy of $1,000 payable if he should die during the twenty years. 
The premium varies very little by age, so that whether an appli- 
cant is aged fifteen or fifty-five at entry, the rates are nearly the 
same. This is accordingly equivalent to assuming that a mortality 
similar to that experienced at age fifty-five at entry may be borne 
on a young man of say fifteen. The principal disadvantage of this 
form is that the premiums paid considerably exceed the amount 
payable in event of death during the later policy years. 

A few companies in Great Britain issue policies without medical 
- examination, but a reduced amount of insurance is paid in the early 
my policy years. This is a modification of the lien system. 
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Under the lien plan the amount of insurance payable at death 
generally increases with the age of the policy until it equals the 
face thereof. A notable exception to this rule was made in the 
case of the Life Insurance Clearing Company of St. Paul, which had 
a lien increasing with the advancing age of the insured. It was 
assumed that the dividends would be so large that they would not 
only offset the increase in liea, but rapidly result in its elimination. 
The expectation of the founders of the company was aot realized. 
A plan which depends so largely on the dividends of the future does 
not deserve to be popular. 

There are many different kinds of liens. One company, for 
example, had liens from $200 to $900 per thousand, reducible by the 
premiums paid, the amount of the lien depending upon the degree 
of impairment. Another company imposed liens the initial amount 
of which represented its published single premiums for the whole of 
life and for ten, fifteen and twenty year endowment insurance. To 
make this lien method clear an example may be given. If the lien 
were $500 per thousand and the annual premium $30 per thousand, 
the insurance payable in the event of death in the first year would 
be $530, in the second year $560, in the third year $590, etc., until 
in the seventeenth year and thereafter $1,000 would be due 
at death. Such a form of policy appeals to many applicants, be- 
cause if they prove to be poor risks and die in the early policy years, 
their beneficiaries will receive a good return for the premium paid, 
notwithstanding the lien; whereas, if the insured outlives the period 
in which the lien is charged, they are not adversely affected by it. 

The lien may be reduced by any other sum than the amount 
of the annual premium, but the annual premium has generally been 
used in the United States and Canada on the ground of simplicity. 
In Great Britain it is a common practice to impose a lien for a period 
equal to the expectation of life, reducing it by equal annual pay- 
ments during that period. 

The premium charged for a lien policy is the same as that for a 
standard policy, it being considered that the extra mortality will be 
met by the lien. 

When it is expected that the relative mortality in any group 
will be heaviest in the early years following issue, and that it will 
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thereafter become normal, the lien system is very satisfactory from 
the standpoint of the company. Where, however, the extra mor- — 
tality is constant or where it tends to increase with advancing age, _ 
the company is not so well protected. The extra mortality covered | a 
by means of liens is not so large as is popularly supposed. Thisis 
apparent when it is realized that the value of the lien is equivalent _ 
to the value of temporary insurance for the difference between the __ 
face amount and the sum payable at death. “. 
When there is a variety of liens at each age, the question of 
reserves and of surrender values is a complicated one, because the 
reserve varies with each form of lien and with the mortality table — 
corresponding to the anticipated mortality in the group. For — 
example, if a $500 lien per thousand is imposed upon applicants _ 
who are expected to have a mortality of 150 per cent (50 per cent _ 
in excess of the normal), the reserve on an ordinary life plan would © 
be different to those under policies where the liens were $700 per 
thousand and a mortality of 175 per cent was expecfed. As, how- 
ever, the various states allow a deduction from the reserve in deter- | 
mining the surrender value, it is not necessary to calculate a different _ 
set of such values for the various liens, because the difference may _ 
be absorbed in the surrender charge,—i.e., under one lien the _ 
surrender charge might be $10, and in another $12, due to the dif- 
ference in the reserves under the policies. The term extension 
feature is generally omitted from policies on highly impaired risks. 
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WITH ExTrRA PREMIUMS 


An extra premium may be charged throughout the life of the — 
policy or for a few years only. It is customary to charge these 
extra premiums for hazardous occupations in which the additional 
mortality is due to accident. For example, underground miners 
may be charged an extra of $5 per thousand irrespective of their — 
age, on the assumption that the hazard of occupation is approxi- 
mately constant with age. 

The extra premium may be calculated so as to cover the antic- 
ipated extra mortality only, or it may provide for commissions 
and for dividends. In cases of change of occupation the extra | 
premium is usually removed after a probationary period on satis- _ 
factory evidence of insurability. It is not customary to increase 
the surrender values on account of the extra premiums. The reserve 
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‘oniin’ nee the company at the end of the calendar year r (middle of 
the policy year on the average) is usually one-half the extra premium 
for the current year in addition to the regular reserve. 

Where the extra hazard is temporary, such as in the case of a 
history of appendicitis or of certain forms of ulcer without operation, 
the extra premium is charged during the years in which the disease 


Under the plan of advancing the age the policyholder is usually 
treated in all respects as of the advanced age. If, for example, he 
were thirty-five years of age and by reason of impairment was con- 
sidered as ten years older, then he would receive a policy with 
premium, surrender values, non-forfeiture features and dividends 
as of age forty-five. For reserve purposes the policy would be 
carried on the books of the company as though the true age were 
forty-five. 

In determining the advance in age to meet the extra risk on a 
sub-standard life one must first know what extra mortality is to be 
provided for. If for example, a person age thirty applies for an 
ordinary life policy and it is expected that the mortality to be met 
on a group of similar lives will be 200 per cent of the normal, it is 
assumed that the probability of dying in any year is twice the normal 
or standard. We first calculate the premium at age thirty for an 
ordinary life policy on a mortality table with double mortality 
rates. It is then compared with the premiums for ordinary life 
policies at normal mortality rates, and the premium which most 
nearly approximates to the premium at age thirty on the double 
mortality table is recorded; the difference between age thirty and 
the age to which this premium applies gives the advance in age. 
These calculations are based on net premiums as distinguished from 
gross premiums. This advance in age is then charged on gross 
premiums thus providing for increased dividends and surrender 
values over the normal age. Should it be desired to charge extra 
premiums instead of an advance in age the practice is generally to 
take a percentage of the extra charge determined by the advance ia 
age method. 

The above method is adopted in one large company, but there 
are other fone for ny extra premiums and advances in age. 
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CLASSES FOR SuB-STANDARD Risks 


Prior to 1907 several companies had special classes in which 
the dividends were deferred for periods of fifteen or twenty years. 
At the end of that time the mortality experienced in the class for 
under-average lives was taken into account in determining the 
accumulated dividends then payable. In one large company there _ 
were two classes for sub-standard lives,—one for those slightly under 
average, and the other for those more seriously impaired. In the 
latter class liens were also imposed to provide for the highly im- 
paired risks. In another company special dividend classes were 
made for those in hazardous occupations, such as liquor dealers and 
railroad men. So far as can be ascertained, the dividends in these _ 
special classes range from 50 per cent to 90 per cent of the dividends | 
under corresponding policies in the regular class. If the lives are 
reasonably homogeneous, this is an equitable practice, but it can 
no longer be employed to advantage by companies operating in 
New York State. While it is theoretically possible to have a special 
class in connection with annual dividends, no company of promi- _ 
nence has attempted to create it, on account of the practical diffi- — 
culties. It can easily be seen that the annual dividends might be _ 
subject to violent fluctuations, and that the company would be 
open to misunderstanding by a comparison of the dividends in its 
sub-standard class with dividends in another company in its stand- 
ard or regular class. 
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Numericat Ratine or Risks 


One of the requisites to successfully conducting an under-average 
business is a means of expressing the relative mortality. The medi- 
cal director, the actuary and other officers of the company must be 
able to speak a common language in this matter. As already 
pointed out, the practice has arisen within recent years of showing | 

_ the relative mortality to a standard which is assumed to be 100 
per cent, so that 200 per cent means double the normal mortality 
of the company, or 100 per cent additional mortality. One of the 
larger insurance companies, in order to facilitate the handling of 
its under-average business, has developed a system of numerical 
values for the various factors entering into the composition of a 
risk. The applicant is given credits or debits, depending upon 
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= ¢ teverable or unfavorable features. Take, for example, a farmer 
i? who is slightly over the average weight, and has a good family his- 
tory, but albumin has been found on examination. Basing the 
credits and debits on the company’s own mortality experience, or 
i on the results of published mortality investigations, the company 
me might add ten points for overweight and fifty points for albumi- 
Es  nuria, subtract fifteen points for favorable occupation and ten points 
for a good family history. This would be a net addition of thirty- 
rs five points to the basic rating of one hundred, so that he would then 
be considered as belonging to a group of persons having 135 per 
_ eent mortalit y,—or 35 per cent in excess of the normal. 
7 7? The foregoing system has its limitations and must be applied 
with good judgment. It does away with personal bias on the part 
of the official who passes on the risks, and is an excellent ro for 
him in determining how each case should be treated. ee 


Applicants for life insurance may be divided into three groups: 

fe (a) those who are surely standard risks; (b) those who are surely 
: sub-standard risks, and should either be declined or charged an 
extra premium, or have the policy modified in some way; and (c) 
- border-line risks. If a committee of medical directors were be 


Borper-LiInE Risks 


there probably would not be a difference of opinion with regard to 
these groups in more than 2 per cent of the cases. It naturally 
_ follows that among the 10 per cent upon which the medical direc- 
tors of the various companies would differ there would be a propor- 
a tion of these border-line cases which would be treated as standard 
some companies, and a percentage which would be considered 

as sub-standard. The difference in opinion among the medical 

as ' directors is partly due to their interpretation of the existing sta- 
14 _ tistics, partly to the experience of their own company which may 
id *, have differed from the results of the Medico-Actuarial Mortality 
a - Investigation, and partly to their individual experience. It is 
well known, for example, that some companies have had either a 
better or a worse experience than that shown in certain classes of 
the Medico-Actuarial because their selection was 


= 
“3 
a 
A 
P 
— 
— 
n 90 per I 
while i cent bei I 
__ while if the medical di ing placed in eith i ee 
cal directors of er group (a) o 
ot one con r group (b 
ipany passed on th ); 
ese risks 
= 
4 
i. 
_f, 


Tue ANNALS OF THE AMERICAN ACADEMY 


more or less severe than that practiced by the average company. 
An endeavor is being made by the Actuarial Society of America and 
by the Association of Life Insurance Medical Directors to lessen 
the percentage of cases on which the companies differ in their treat- 
ment. The combined wisdom and knowledge of a group of actua- 
ries and medical directors would be better than the opinion of a 
single man in either of these professions, however able he may be, 
and it is hoped to give to all companies the benefit of the opinions 
of these men. A committee of the two societies is studying all the 
available statistics, and is having put at its disposal the unpub- 
lished experience of many of the largest companies in the country. 
With this knowledge, much of which has hitherto not been available 
to the insurance profession, the joint committee may be in a posi- 
tion to publish information which will result in fewer differences of 

_ opinion on border-line risks. The sole function of the committee is 
to obtain information which would be of assistance to the companies, 
and there is no intention, by moral suasion or otherwise, to induce 
the companies to change their practice. Experience has shown that 
if new light is supplied to the companies they are glad to make intel- 
ligent use of it. 


SELECTION oF Risks 


j a selecting risks, other knowledge is necessary than that of 
medicine. In nearly all companies there is a committee of review 
which assists the medical department in determining the insura- 
bility of certain types of risks. On the committee there is usually 
a medical director, an actuary, a secretary or other executive offi- 
cer, and a member of the agency department. That committee 
considers such questions as (1) the amount which should be taken 
on a risk; (2) the moral hazard, including the finances of the appli- 
cant; and (3) the probable selection against the company. In 
order to do its work properly, the members of the committee must 
have a knowledge of the experience of the company with regard to 
its mortality on policies for large amounts, on women, on persons 
in hazardous occupations, on border-line risks, and, in fact, on all 
matters which are not purely medical. The phrase ‘‘ moral hazard”’ 
is used in a special sense in insurance companies; for example, it 
_ would be considered a moral hazard if insurance were applied for on 
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an elderly woman Without dependents, the sons g the payers 


the premium and the beneficiaries under the policy. Such cases 
may be declined, or accepted for a small amount of insurance under ; “S 


a sub-standard plan, as a group of such cases would undoubtedly 


SELECTION AGAINST THE CoMPANY BY SuB-STANDARD LivEs | 


In preparing plans for sub-standard lives the psychology of 
applicants should be considered carefully. There is known to be 
selection either in favor of, or against the company which has a 
material effect on the mortality. It has been proved, for example, 
that the applicants who apply for endowment policies, and are 
found to be standard risks, are much better risks than those who 
i take ordinary life policies. This is undoubtedly due to the fact that 
those who apply for endowment insurance expect to live until the 
* end of the period, usually twenty years, to receive the endowment, 
-—otherwise they would ask for cheaper forms of policy. The com- 
ing, panies, therefore, get the benefit of the opinion of the insured with 
BS ~ regard to his longevity, in addition to the expert judgment of the 
_ medical examiner. 
a The effect of selection has also been noted in the under-average 
field. A group of applicants who have liens placed against them 
would be partly influenced in taking their policies, by their own 
By opinion regarding their prospects of longevity. If they expected 
ne, 2. outlive the lien they would be inclined to accept the policy of- 
% fered by the company; while a goodly proportion of those who did 
not expect to live a long life would refuse to accept such policies 


and would prefer to go to other companies which charged an extra 
premium. When a heavy extra premium is charged, the tendency 
_is for the better grade of risks to decline to take the insurance, while 
the poorer grade of the same type accept. This was shown in the 
experience of a large company, which found a mortality lower than 
expected among highly impaired risks under policies with a heavy 
lien, and a higher mortality than expected among a similar group 
issued in later years when the company charged an extra premium 
because the lien system could no longer be applied. 

Another type of selection which may be noted is that of an 
applicant who has been declined by a company and who applies to 


show a higher mortality than the normal, a certain proportion being rR 
a speculative nature on risks below the average for reasons which = 
not apparent to the medical examiner 
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_ another company which grants sub-standard insurance. If he feels 

that he is not in good condition he will naturally try to get as much 

_ insurance as he can carry, with the expectation of cancelling part 

of it at a later date. A company, therefore, must be on its guard 
against anti-selection of this nature. 


"TREATMENT oF SuB-STANDARD LIVES WHICH IMPROVE IN HEALTH 


4 One of the difficult questions to solve is what should be the 

_ treatment of under-average lives which improve in health. It 
should be remembered that if a mortality of say 200 per cent is 
assumed for any group and if the best risks are gradually taken out, 
leaving those who have not improved or who have actually deteri- 
orated, the mortality is likely to be higher than 200 per cent. Either 
of two methods of meeting the problem may be adopted. First, in 
determining the expected mortality an addition may be made to 
cover granting better policies to all the risks which improve. Sec- 
ond, in providing for the expected mortality a slight provision only 
is made so as to give the privilege of a better form of policy during 
a short period, not exceeding say three years. The difficulty under 
the first method is that the class would likely deteriorate rapidly if 
the agents made a practice of canvassing the policyholders periodi- 
cally to find out whether they had improved or not. In some cases 
this improvement might only be temporary, but the company would 
not have the privilege of again treating them as sub-standard. 
While it is technically correct to treat sub-standard risks in this 
manner, I do not know of any company which pursues this course 
because of the practical difficulties. With regard to the second 
method, it is quite common to allow a change to be made during 
the first two or three years, no change to be made thereafter. The 
disadvantages of refusing to grant standard forms of policy after a 
reasonable period is that agents induce a number of the best lives 

surrender their contracts. vile 


ADVANTAGES TO AGENTS OF SUB-STANDARD BUSINESS 


In determining whether a company should take sub-standard 
lives or not, the officers have to consider several matters: (a) 
whether they wish to have a stringent selection with a low mor- 
tality; or (b) a liberal selection with a somewhat higher mortality, 
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As competition is so largely concerned with the question of divi- 
dends, the tendency would be towards adopting (a). The agents 
may be afraid that the adoption of under-average plans would result 
in many cases being treated as sub-standard which were formerly 
accepted as standard. It is inevitable that this would be true in a 
small proportion of the cases. When there is no sub-standard class 
there is a natural tendency to be lenient with border-line and slightly 
impaired lives because the company has no alternative but to ac- 
cept, or decline to issue a policy. Greater justice, however, is done 
when there is a means of handling these border-line or sub-standard 
cases according to their merits. While the agents may lose a small 
percentage of the business by reason of having treated as sub-stand- 
ard a few types which were formerly accepted as standard, they 
have, on the other hand, a great advantage from receiving policies 
on many cases which were formerly declined. If they can place 
even one-half of the cases issued on under-average plans, the saving 
in commissions thus effected is very much greater than the loss 
resulting from placing in the sub-standard class the few border- 
line or sub-standard cases formerly accepted as standard. Further- 
more, the field of operation is greatly enlarged because the agents 
can canvass actively among border-line or sub-standard risks, 


whereas they were former y limited to cases which appeared to be 
standard and entailed no material hazard from occupation. 


CONCLUSION 


While many companies have the desire to extend the benefits 
of life insurance to sub-standard risks, and while many of their 
officers recognize that they are not doing their full duty to the 
public by refusing to grant policies to sub-standard lives, it is rather 
a dangerous experiment for new or small companies. Notwith- 
standing the large amount of data published in recent years, it is 
necessary to have considerable knowledge, skill and experience to 
handle sub-standard business successfully. The increasing knowl- 
edge with regard to mortality is resulting in greater justice being 
done to individual lives as the outcome of the ability to differentiate 
between the various grades, and to grant under-average risk policies 
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CASH Lo ANS 


By Joun B. Luncer, 
Vice-President, The Equitable Life Assurance Society. 

The granting of cash surrender values and loans from reserves | 
is developing into a serious problem for life insurance companies. . 

Originally the surrender value of a lapsed or forfeited policy was 
granted in the form of paid-up or extended insurance. It was thus 
limited on the theory that the policy was not a banking contract, 
that the retiring policyholder having made a contract for insurance, 
his reserve should only be applied in the form of insurance. Ji . 

In time the abandonment of this theory was forced by competi- _ 
tion and the practice of paying surrender values in cash became __ 
common. In 1906 this privilege was made a statutory requirement ae 
in the new Insurance Law of the State of New York. For the — + 
years following 1905, the proportion of cash payments to the -. 
serves on the policies surrendered increased 42 per cent. 

The right of the deserting policyholder to withdraw the eerve 
on his policy minus a reasonable surrender charge cannot be ques- — 
tioned. The weakness of the present method of expressing this right — 
lies in the fact that the privilege of taking cash instead of paid-up or _ 
extended insurance reverses the original purpose of the contract 
often encourages needless lapsing. This privilege has tempted many 
policyholders to unnecessarily surrender their policies to secure ready — 
cash which has resulted in the loss of a great volume of valuable 
insurance protection. 

While the return to the original practice of giving paid-up or : 
extended insurance in place of cash for surrendered policies may be 
classed among the impossibilities, there is a phase of the application 20 
of the present plan which demands, and it is hoped may receive, re- __ 
medial action, namely, the question of the surrender charge. Le 

The New York Laws of 1906, under which the bulk of American as 
life insurance is written, and which have been copied in many states, __ 
provide that the entire reserve less one-fifth or the sum of two and hes 
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SURRENDER VALUES AND LOANS 


fifty one-hundredth dollars for each one hundred dollars of insurance 
shall. upon demand not later than three months after the date of 
lapse or surrender of the policy, be applied as a surrender value as 
agreed upon in the policy. While this law defines the minimum of 
the reserve which shall be paid or applied to surrender values, which 
consist of cash values, paid-up insurance or extended insurance, in 
practice this minimum is exceeded. Nearly every company allows 
the entire reserve as a surrender valué in cash, or its equivalent in 
paid-up insurance, after the tenth year of insurance, and deducts less 
than the surrender charge allowed by the law in the early policy 
years. It is perhaps in the increase of cash surrender values and in 
reducing the intervals or periods at which they may be taken that 
the competitive concessions found their most questionable expression 
during the period between 1880 and 1905. In 1880 very few com- 
panies guaranteed cash values at all. Later certain companies 
adopted values payable at the end of each fifth year of insurance, 
but by degrees, under the force of competition, annual values became 
general and then the amounts of the values were gradually increased 
until guarantees equal to the full reserve were reached and competi- 
tion could go no further. The effect of this was to emphasize the 
importance of the individual policy—displacing the principle which 
regarded the interests of the whole body of the insured to be para- 
mount to those of the individual. 

The old-fashioned notion was that each retiring policyholder— 
each deserter from the ranks as it were—should pay a proper sur- 
render charge as a quid pro quo for the loss sustained by the whole 
body of policyholders through his retirement. While the 1906 law 
allows a surrender charge there is nothing in it forbidding the com- 
panies to waive such charge, hence we find that certain companies 
are paying the full reserve after the policy has been in force for 
only a few years; in two or three companies after only three years. 
In other words, the law protects the deserter by stipulating that he 
must be paid certain minimum values but fails utterly to act in the 
interests of the whole body of policyholders by prohibiting larger 
payments to the deserter than he is in equity entitled to receive. 

Herein is the defect in the law. It should define a surrender 
charge adjusted to the kind and age of the policy; and then provide 
that no company shall guarantee in its policies, or pay in practice, 
a larger cash value than the reserve less such surrender charge. 
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If a surrender charge should be imposed in all cases when cash is 
taken, the amount of such charge could be used to replace the 
retiring policyholder without casting the burden of cost on the per- 
sistent policyholders. If need be it could be used as a compensa- 
tion for a decline in values, unexpectedly high mortality, or other _ 
contingencies. 
Undoubtedly the cash value privilege is a great help in times of 
emergency, and it must be conceded that sometimes it is very im- 
portant to protect the insured and his family while the insured is 
living. But no policyholder should be permitted to retire and with- | 
draw his entire equity in reserves, thereby transferring his share of 
any depreciation or other unfavorable contingency to those who — 


The policyholder’s privilege of borrowing a portion of his re- 


ment of competition, and like the giving of surrender values, the 
idea grew and the original privilege was extended until the plan 
became permanently fixed upon the business by being made a re- 
quirement of the law. 

As originally intended, this privilege would have been a great 
_ service to the policyholder and to the companies as an attractive 
_ feature or inducement to insure, but, as in the case of surrender 
- values, the loan privilege has been carried to extremes, the general 
practice now being to loan, as well as to pay as a cash value, the full 
reserve upon a policy after the tenth year of insurance. 

The standard contract provisions required by Section 101 of the 
New York Laws requires in each contract a provision relating to 
policy loans which is described as follows: 


A provision that after three full years’ premiums have been paid, the company 
at any time, while the policy is in force, will advance, on proper assignment or 
pledge of the policy and on the sole security thereof, at a specified rate of interest, 
a sum equal to, or at the option of the owner of the policy less than the reserve at 
the end of the current policy year on the policy and on any dividend additions 
thereto, less a sum not more than 2} percentum of the amount insured by the pol- 
icy and of any dividend additions thereto; and that the company will deduct from 
such loan value any existing indebtedness on the policy and any unpaid balance of 
the premium for the current policy year, and may collect interest in advance on 
the loan to the end of the current policy year; which provision may further provide 


serves on the security of his insurance contract was also a develop- 
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that such loan may be deferred for not exceeding six months after the application 
therefor is made. A company may, in lieu of the provision hereinabove permitted 
for the deduction from a loan on the policy of a sum not more than 24 percentum 
of the amount insured by the policy and of any dividend additions thereto, insert 
in the policy a provision that one-fifth of the entire reserve may be deducted in 
case of a loan under the policy, or may provide therein that the deduction may be 
the said 2} percentum or the one-fifth of the said entire reserve at the option of 
the company. 


The primary purpose of this law, which fastens a banking 
function upon life insurance, was to enable the policyholder to have 
the use of his reserves in time of financial stress. It was believed that 
this would be of great value in preventing lapses by permitting the 
insured to apply his reserves to the payment of premiums when 
short of cash, and that the plan in general would prove an attractive 
one as an inducement to the taking of insurance. 

These advantages are freely conceded, but experience has dem- 
onstrated that they have been largely neutralized by the disad- 
vantages and the abuses which have resulted from the expansion 
of this loan privilege. These loans operate directly against the 
beneficiary by reducing the protection, for only a small per cent of 
the loans are repaid by the borrowers and the rest must be deducted 
from the claims at death or from surrender values. They also 
encourage lapsing by the additional burden placed upon the policy- 
holder. Many borrowers, finding their protection reduced, their 
premiums remaining the same and an annual interest charge to pay, 
become discouraged and lapse or abandon their policies. An in- 
justice is also done the remaining policyholders by the low with- 
drawal charge and the possible danger of a “‘run’”’ on reserves in time 
of panic. Broadly speaking, the policy loan privilege discourages 
saving and encourages spending. This fact is emphasized by the 
extraordinary increase in the diversion of policy reserves from their 
original purpose during recent years. 

The magnitude of the problem which has resulted from this 
unwisely extended privilege may be appreciated by a study of the 
following table which shows the extent to which these reserve funds 
have been withdrawn from American “old line” 
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Poticy Loans Ratio or Loans 
To RESERVES 


$19,903,242 2.97% 

980,248,946. 35,524,530. 3.62% 
2,295,289,818 225,568,149 9.83% 
3,225,966,060 495,099,854 15.35% 
862,255,809 779,158,909 17.86% 


Those who borrow on their policies are not satisfied with small _ 
amounts. They are tempted to withdraw all the money they can _ 
get, and, having gotten it, they are tempted to spend it for pleasure _ 
or to risk it in business or speculative ventures. The result is that 
a temporary loan develops into a permanent obligation, and the idea 
of repaying it is abandoned. Consequently when death comes the _ 
widow finds that her life insurance has been materially reduced and 
then bitter disappointment and sometimes misery and hardship 
follow. 

It is not surprising, therefore, that the practice of borrowing 
on policies has come to be known as borrowing from the widow and 
orphan. No concession ever granted to policyholders has operated — 
so greatly to the disadvantage of beneficiaries. This is particularly 
true when the loans are taken with the assistance of the Change of _ 
Beneficiary Clause, whereby the wife of the insured is toofrequently 
denied a knowledge of the transaction. In two companies, at least | 
in the case of policies drawn in favor of the wife, unless the insured | 
insists upon his privileges under the Change of Beneficiary Clause, 
an effort is made to obtain the wife’s signature to the loan papers. — 

It is surprising how often the mortage of a policy is thus avoided. 

One class of loans—those taken out on policies issued for the 
protection of business ventures or for purely commercial purposes— 
are justifiable; they are serving a purpose for which the contract was — 
entered into. But one cannot view with equanimity the taking of | 
loans on policies issued for family protection, and unfortunately | 
the greater number of loans are taken on this class of policies. . 

If those who have it within their power to make and amend 
laws could know the disappointment incident to policy loans and 

_ the hardships which are often inflicted on the insured himself, they 
would find sufficient reason in these disappointments alone to amend 
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of paying premiums, leaving the question of an additional loan to 
the judgment of the officers of the companies, but stipulating that 
the total loan shall in no case exceed the cash value which should be 
on a reduced basis. 

In foreign countries where life insurance has been practiced 
longer than here underwriters have prudently abstained from fol- 
lowing our lead with respect to maximum cash values, although they 
have adopted several of our American innovations. In a review of 
the cash surrender values offered by the English companies, it was 
found that in the case of thirty-nine the cash values range from 25 
per cent to 50 per cent of the premiums paid. The values for all 
ordinary durations of insurance are very much below the reserves 
held under the policies. In general the values are fully 20 per cent 
lower than in this country. 

The English companies also grant policy loans and the pros- 
pectuses of the companies show that the loans are limited to the 
cash surrender values, which as above stated, are always well within 
the reserves. The policy of one company contains a rather unique 
provision to the effect that in case the rate of discount in the Bank 
of England is 7 per cent or more at the time the cash value is applied 
for, the directors may either pay a reduced value or defer payment 
until the rate falls below 7 per cent. That the person who drafted 
this condition possesses amongst his other traits that of perspicacity 
is only too well evidenced by the present distressing war conditions 
on the other side of the sea. 

In France the policies of the leading companies provide for cash 
values, but the amounts instead of being specified in the contracts 
are subject to the rules of the Board of Directors at the time of 
surrender. Excepting in the case of one company, the values at no 
time exceed 85 per cent of the reserves, closely following the English 
practice. Again in France, as in England, loans are made up to an 
amount not exceeding 95 per cent of the cash value. One of the 
French companies provides a check against declining values in se- 
curities by stipulating that in case French rentes are quoted below 
90 the cash values may be reduced. 

From this statement of foreign practice it will be seen that in 
granting cash values and policy loans, both the English and French 
companies are far more conservative than the American companies, 
avoiding extreme liberality and safeguarding the interests of their 
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policyholders as a body by keeping their payments to those who 
borrow money or retire from the company fairly within the re- 
serves. 

Another point with respect to cash values and policy loans 
which we must consider is that the investments of the lifeinsurance _ 
companies are made with regard to the maturity of the policy con- _ 
tracts and the continuance of the business under normal conditions. _ 
The two most common forms of investment, therefore, are mortgages | 
and long-time bonds. When money is easy and there is an active _ 
investment market, it is possible to realize upon bonds, or to collect a — 
part at least of the mortgages which mature. On the other hand, 7 
under unfavorable conditions these two classes of securities are any- _ 
thing but liquid. Consequently it follows that if unduly liberal 
cash values and policy loans are to continue to be a feature of policy 
contracts the life insurance companies will eventually be required to _ 
make short-time or call loans. These forms of investment are now 
practically denied to life insurance companies. 4 

At present there are apparently only two ways by which the © 7 
companies can protect themselves against the possibility of a long 
continued drain if one should occur in the years to come. One is by 
carrying large cash balances, which is obviously objectionable; and _ 
the other is by purchasing short-time bonds, or secured notes of _ 
which there are comparatively few in the market. And if life in- 
surance should develop competition for this class of investments the 
price would be raised to such a point as to make the returns inade- 
quate. 
The question of the possible ultimate effect on investments of _ 
cash policy guarantees is one of the most important before us today, | 
and especially as one of the uncontemplated effects of guarantees is" 
to gradually convert each company, to the extent of its reserves, 
into a combination of a life insurance company and a savings bank. 

It is difficult to make an estimate of the proportion of present ‘ 
reserves which are subject to cash demands, but it is a considerable | 
percentage of the whole. As the old policies which do not provide 
for cash are becoming less in number each year, we may look forward © 
to the time, perhaps only fifteen or twenty years hence, when nearly _ 
the entire reserves will be subject to demand payments unless the 
tenor of things is changed in the meantime. 

The defects of the present situation arefundamental. Our cash 
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values and loan values need to be brought down to the level that will — 
not be an inducement to the easy forfeiture of the insurance but | 
which will tend rather to permanence in the carrying of the policy. 
There is a body of opinion which believes that three or six months’ 
notice of intention to borrow or to demand the cash value is a suffi- 
- cient corrective, but as the defects are fundamental a three or six 
- months’ notice is but a superficial remedy. Faults which are basic 
_ and have within them the possibilities of becoming a menace cannot 
be cured by postponement. 
é With the assistance of our state insurance officials and our legis- 
_ lative bodies, it appears entirely possible happily to compromise by — 
legislative corrections so as to find the golden mean between the ; 
practices and benefits which obtained about thirty years ago, and 
those in ‘vogue at the time. 
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By Manges M. Dawson, F.I.A., F.AS., 
Consulting Actuary, New York. here 


" In the year 1906 the legislature of the state of New York en- 
acted, among other bills introduced by Senator Wm. W. Armstrong 
7 aa on behalf of the New York Legislature Life Insurance Investigating 
we Committee, of which he was chairman and Mr. Charles E. Hughes 
was counsel, the following statute, providing for mutualization of 
stock life insurance companies: 


Conversion of a Stock Life Insurance Corporation into a Mutual Life Insur- 
ance Corporation 


Any domestic stock life insurance corporation, whether incorporated under a 
general law or by special act, may become a mutual life insurance corporation, and 
to that end may carry out a plan for the acquisition of shares of its capital stock, 
_ provided, however, that such plan: (1) shall have been adopted by a vote of a 
majority of the directors of such corporation; (2) shall have been approved by a 
vote of stockholders representing a majority of the capital stock at a meeting of 
stockholders called for the purpose; (3) shall have been approved by a majority 
vote at a meeting called for the purpose, in such manner as shall be provided for in 
such plan, of policyholders each insured in at least one thousand dollars and whose 
insurance shall then be in force and shall have been in force for at least one year 
prior to such meeting; and (4) shall have been submitted to the superintendent of 
insurance and shall have been approved by him in writing, provided that such plan 
shall not be approved by the superintendent unless at the time of such approval 
the corporation, after deducting the aggregate sum appropriated by such plan for 
the acquisition of all its capital stock, shall be possessed of assets sufficient to main- 
tain its deposit theretofore made with the superintendent and not less than the 
entire liabilities of the corporation, including the net values of its outstanding con- 
tracts computed according to the standard adopted by the corporation under sec- 
_ tion eighty-four of this chapter, and also all funds, contingent reserves and surplus 
Rc: save so much of the latter as shall have been appropriated under such plan. 


’ —™ = It is, perhaps, because of my service on the committee as its 
; actuary and especially because of my well-known connection, as 


ny _ putative author, with its legislative proposals, that I am invited to 
. — nv prepare this account of what has been effected, and what has not 

oi i, been accomplished as well, under this law and also generally since 
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The occasion for enacting such a measure was as follows: the 
- investigation had disclosed that there had been evils in stock man- 
agement of great companies doing principally a participating busi- 
ness, which real mutuality should eliminate; as, for instance, the 
very real evil of the control coming into weak or even criminal 
hands. It is true that mutual companies were not found to be free 
from evil conditions, owing to the fact that their managements, 
through a vicious proxy system, had been so entrenched that there 
was little sense of responsibility to the members; but this, the com- 
_ mittee conceived, could be remedied by election regulations which 
- would render the management more accountable to policyholders. 
__ In view of these things, it seemed desirable to give the opportunity, 
_ whenever the holders of the majority of the stock, impressed, say, 
with the importance of perpetuating the management in the interest 
of policyholders, were willing to provide for mutualization, for the 
_ policyholders to pass upon the matter and, if they and the superin- 
_ tendent of insurance approve, redeem the stock at a rate fixed by 
agreement and thereafter own and control their company. 

There is no reason for disguising that an important and per- 
haps conclusive reason for recommending this legislation was the 
condition in regard to the Equitable Life Assurance Society in which 
the bare majority of $100,000 of stock controlled hundreds of mil- 
_ lions of dollars of reserves and surplus accumulated for participating 
policyholders and in which evils and perils arising out of such con- 
- trol had so aroused the public that the committee and its investiga- 
tion had resulted. The purchase of this stock at a price involving 

about $3,000,000, though it could never pay more than $3,500 per 
_ annum in dividends, the attempted semi-mutualization which was 
ia necessarily abortive, so far as vesting the control went. and the plac- 


_ing of the majority of the stock in the hands of trustees of the high- 
est repute, under an appointment, however, limited to five years as 
required by statute, had emphasized the need for a provision for 
 mutualization. 
Since then, there have been two more transfers of the majority 
_ of the stock of this company, each time at an advance in price, equal 
to interest on the original consideration. Stability of management 
has so far been maintained by continuing the holding and voting 
trust from five-year period to five-year period. But there has never 
been mutualization although steps were at one time taken, looking 
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toward it. That this should be the case will require consideration; 
but such is postponed until later in this paper because there are many 
other matters which can, to better advantage, be dealt with, first. 
In passing, however, it is well to say that two mutualizations have 
taken place under the statute and that in an adjoining state a third 
has taken place, a court of equity passing upon it in lieu of the super- 
intendent of insurance and also creating and supervising the proce- 
dure as provided by a special statute, all of which will be considered 
later in this paper. 

Mutualization of a life insurance company was not unknown in 
the United States prior to the enactment of the New York law. Its 
earliest appearance in the United States was in Massachusetts 
where the excellent, established mutual life companies, now and for 
a long time controlled and owned exclusively by policyholders, 
originally had guaranty capital, ultimately redeemed out of policy- 
holders’ surplus pursuant to charter provisions. This was also true 
_ of the National Life Insurance Company of Vermont, and of a few 
other companies in other states. 

The laws of Massachusetts, however, now provide neither for 
the organization of new mutual companies, with guaranty capital, 
nor for the mutualization of stock companies, for the organization 
of which provision is made in the statutes. In 1906, of the eastern 
states, only New Jersey provided for the organization of mutual 
companies by means of redeemable guaranty capital—an anachro- 
nistic survival in the statutes, not actually used for twenty years 
past; but there was no provision for mutualizing a stock company. 

In New York, as in Massachusetts, it had been impossible for 
fifty years to incorporate a mutual life insurance company at all, 
i.e., whether with guaranty capital or without. . This was true, not- 
withstanding that in both states mutual companies were the leaders 
and their success indisputably complete. 

This anomaly has a history which sheds light upon the whole 
subject, including the need for laws permitting mutualization. 

Prior to 1835, what life insurance there was in the United States 
was purveyed either by ultra-venturesome and not very sound 
British companies or by the Massachusetts State Hospital Life 
Insurance Company (a stock corporation using its profits in part to 
maintain a hospital), the New York Life Insurance and Trust Com- 
pany, the Girard Annuity and Trust Company of Philadelphia and 
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two or three other similar companies which supplied life insurance © 
at very high rates, as a “‘side-line.”’ 

These concerns did so little life insurance business that in 1835 — 
one of them successfully opposed the chartering of a new stock com- 
pany in New York upon the ground, based upon its experience, that na 
there was not enough business to divide. Similar throttling was Fe wag 
resorted to in other states. 

But a mutual movement got under way, perhaps because its — 
potentialities were underrated, in 1835 in Massachusetts by the in- © 
corporation with guaranty capital of the New England Mutual Life 
Insurance Company—which, however, was unable to get under real 
headway for several years—and in 1842 in New York by the organi- _ 
zation of the Mutual Life Insurance Company, without capital 
stock but with a good volume of insurance on which the first pre- 
miums had been paid. These two companies, together with the __ 
Connecticut Mutual, the Mutual Benefit of New Jersey, the Penn 
Mutual of Philadelphia and the New York Life (also mutual), all of _ 
which were organized within fifteen years, soon demonstrated the 
success of mutual life insurance and indeed drove the stock com- 
panies named above out of the field. 

They thereupon (excepting in New Jersey as stated) brought 
about the prohibition of the organization of mutual companies, 
whether with or without guaranty capital. Not fearing stock com- | 
pany competition, they consented to statutes permitting such in- 
corporation, but without provision for redeeming the capital stock 
and for mutualization. 

In 1906, in addition to the section permitting mutualization 
which is set forth in the opening of this paper, Senator Armstrong 
introduced, and the legislature enacted, a provision for incorporat- 
ing mutual companies with guaranty capital. This, however, has 
been wholly without result, as I myself warned the committee in 
that it would be, in case the limitation on total expense were adopted 
because a new company could not in its first years so confine its 
overhead expense. Certain of the committee and its advisers were 
so bent, however, upon heightening the public impression (which 
was otherwise well-founded) that economy was to be enforced, that 
it was insisted that the limitation upon total expenses of companies 
doing a participating business, now contained in Section 97 of the 
New York Insurance Law, be imposed. This provision really places 
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no restriction whatever upon a company with an established partici- 
pating business, being far higher than the most wasteful manage- 
ment would dare to go. It was, moreover, at once relaxed upon the 
earnest and even eager initiative of the superintendent of insurance, 
by an amendment to relieve the company at the only time that it 
would have imposed some slight measure of special economy, vi: 
upon the Metropolitan Life Insurance Company when, by mutuali- 
zation, it passed from a non-participating to a participating busi- 
ness. It merely renders the establishment of new mutual com- 
panies just as impossible in New York since 1906, as before, be- 
cause, though now their incorporation is permitted by law, they 
cannot possibly keep total expenses, including home office expenses, 
down to this limit in their earlier years. 

This has no reference to the limitations on cost of new business 
in the same section, which do—or at least should and would in all 
cases if not evaded in any way—affect old and new companies alike 
and afford fair canons for justifiable expenditure for new business, 
whether by an old company or a new company. These standards, 
it is now generally recognized, are genuinely useful and their imposi- 
tion has been one of the most important reforms introduced by the 
Armstrong legislation. But the limitation on total expense remains 
the same as at the outset and, moreover, has, as stated, been 
promptly mitigated the very first time it might have enforced even 
the least measure of economy. 

By the time the Equitable Life Assurance Society was organized 
in 1859, the door was closed, locked and sealed against the incorpo- 
ration in New York of a mutual life insurance company, not because 
such had not been successful, but because they had—and so were 
powerful. These companies had dictated what the law should be. 

The founders of the new company, Henry B. Hyde, cashier of 
the Mutual Life Insurance Company, and his father, Boston agent 
of the same company, purposed and wished to create a mutual com- 
pany. It was of such a company that the elder Hyde, together with 
one Johnson (another agent, who went into the western wilderness 
and in the absence of stifling regulatory statutes founded the 
Northwestern Mutual Life Insurance Company, purely mutual, in a 
small Wisconsin town, in 1857, two years before the Equitable) 
talked together during their ever-memorable sojourn in Scoharie p 
County in the Catskills, from which they emerged, each eager to set 
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on foot a new mutual company. It was also a mutual name which 
the Hydes chose, ‘‘Society,”” not “Company”’; and in the litera- 
ture put out to secure stock subscriptions, assurances were given 
that the policyholders would receive all the profits—the 7 per 
cent dividend on stock barely representing interest in those days. 
The charter so provided, also, and so provides to this day, to the 
great embarrassment of persons who would figure out a way to make 
the shares valuable, either by enlarging dividends or even on a 
winding-up basis, for either way all surplus appears to securely 
belong to policyholders. 

Undoubtedly Mr. Hyde, fils, originally looked forward to having 
this stock retired some time, legislative authority being secured; but 
by the time the Equitable became one of the “big three” in control 
of life insurance legislation in New York and he could easily have 
secured such a law, the feeling of security and personal power and 
well-being which accompanied having “the control of the Equi- 
table’ locked up in his own safety-vault box, put this thought out. 
of his head. Anything at all definite concerning having this stock © 
redeemed never came to light, accordingly, until the persons sup- 
posed to represent the estate of the late J. Pierpont Morgan inti- 
mated that such might be done; but by this time it represented an 
investment, not of $50,000, but of nearly $3,000,C00, and yet was 
costing dividends of only $3,500 a year, which rendered the problem 
somewhat difficult. 7 

Of that problem and of its attempted solution, more hereafter. 
Before entering upon any consideration of what has taken place 
since the law of 1906 was enacted, it is desirable briefly to relate some 
of the things re mutualization which had taken place prior to that 
time and the difficulties encountered. 

The Massachusetts companies and the National Life of Ver- 
mont, from their organization, mutual though with guaranty capital, 
slowly emerged as purely mutual by redeeming the stock; in some 
the process was long delayed and a little bit of stock ownershfp, a few 
thousands literally, hung on as a useless appendage, but ultimately 
this was sloughed off. The charters made provision for it. 

In Connecticut, however, one such company, with a mutual 
name but with capital stock, found it no such easy matter. The 
holders of the majority of the stock, for a liberal consideration, sold 
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out to parties just then completing the wreck, at a profit to them- 
selves, of a Philadelphia company. 

Now Hartford had gone through that experience once already, 
i.e., had had such men buy the control of a life company in that city 
and proceed to wreck it; and Hartford was then, as now, an insur- 
ance center, proud of its many sound, well-conducted companies, 
and jealous of its reputation. Therefore, the great insurance in- 
terests there supported certain officers and directors of the company 
in question, in obtaining a law providing for the retirement of the 
stock of this-company at a figure not beyond its fair value. This 
was done by authorizing the company to buy its own shares. No 
small part of the credit for conceiving and carrying through this 
difficult and unprecedented program, which has resulted in the 
Phoenix Mutual Life Insurance Company becoming and continuing 
one of the best mutual companies in the country, is due to the in- 
tegrity and determination of the present president of that company, 
then a young man and serving in a responsible, but not controlling, 
capacity. 

Under the New York Law of 1906, authorizing and providing 
for mutualization, two stock companies have been mutualized, the 
Metropolitan Life Insurance Company and the Home Life Insur- 
ance Company, both of New York City. During the same period, 
one other company, the Prudential Insurance Company, of Newark, 
N. J., has also become mutual, under a special enabling act, by in- 
voking the aid of a court of chancery. 

The Metropolitan Life Insurance Company was incorporated 
in 1866. For more than a decade, through the most perilous period 
in American life insurance history, its outlook for permanence was 
precarious. About 1880, it undertook to establish an industrial life 
insurance business, the Prudential of Newark having broken the 
ground in a small way and the Prudential of London having scored 
a great success in Great Britain. 

In doing this, the company availed itself of skilled field men, 
fresh from this work in Great Britain; and, when under the pressure 
of net level premium valuation, then rigidly enforced by insurance 
departments, its surplus rapidly fell away, the company also im- 
ported the London company’s actuary. By his assistance, reason- 
able concessions regarding reserves were secured which, while 
making ample provision, did not require more than could be accumu- 
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proposed, was sent each policyholder together with a proxy blank 
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lated. Thus fostered, the company built up a big and profitable i? 
business, enabling the payment of good cash dividends and also = 
increase of the capital from $500,000 to $2,000,000 by the declara- 

tion of stock dividends, upon which, by an amendment to the charter, 

dividends were limited to 7 per cent per annum. a 

The death of the president in the early nineties placed upon 7 a 

the present president, who had been his coadjutor from the start, - 
sole responsibility for the management. The charter was amended, 
so as to give policyholders a vote, but with the provision that the 
majority of the directors should be persons holding, or representing, 
the owners of a majority of the stock. The company ceased en- 
tirely to issue participating policies, so that all, or nearly all, its _ 
accumulated surplus technically “belonged”’ to its stockholders— 
though the fact that dividends on “non-participating”’ industrial 


this. 

It is the general understanding that the management, after the __ 
death of the first president, did not itself hold a majority of the stock; 
and from time to time there were rumors of a majority being offered _ 
for sale by others. These rumors ceased in 1914 and were suc- — 
ceeded by a rumor that the holders had adjusted matters with — 
persons interested in the management. 

The mutualization followed. It opened with a resolution of — 
the Board of Directors adopted on November 6, 1914, setting forth _ 
that the company was possessed of surplus to policyholders (includ- 
ing capital) “‘amounting to over $40,000,000” and providing for 
submission, as required by statute, to meetings of stockholders and | 
of policyholders of a plan to retire the stock, par value $2,000,000, _ 
by paying in redemption of the same the sum of $6,000,000. 

The stockholders at a meeting held on December 4, 1914, _ 
approved the plan by unanimous vote, 75,960 shares (of $25 each) __ . 
voting out of 80,000. ‘ 

A notice, embracing a full and clear statement of what was 


_ (white) instructing to vote for the plan and another (pink) instruct- 
ing to vote against the plan. The meeting of policyholders was held _ 
on December 28, 1914, and resulted in 59,552 votes for the mutuali- 
zation and 2,074 ag@inst it. 
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ae On January 4, 1915, the chief examiner of life insurance com- 
panies for the insurance department of the state of New York made 
a report upon the condition of the company as of December 31, 1914, 
based upon his examination, showing resources of $496,872,915.32 
and surplus (exclusive of capital) of $33,294,660.01. The same day 
the superintendent of insurance, proceeding upon the papers sub- 
mitted, including this report, approved the mutualization which was 
immediately carried into effect. 

The company parted, from a purely financial viewpoint, with 
$6,000,000 in order to be released from paying $140,000 per annum 
in dividends; or, assuming investments representing the $2,000,000 
of capital yielded 5 per cent, 7.e., $100,000, a bonus of $4,000,000 
was paid to get rid of paying in dividends $40,000 per annum addi- 
tional, out of earnings of other funds. 

But such is a very incomplete and partial view of the matter. 
This was still a stock corporation. If there was a doubt that all, or 
nearly all, the surplus “‘belonged”’ to the stockholders, there could 
be little doubt that courts would hold that much of it did; “ much” 
might easily mean $4,000,000 or more out of more than $33,000,000. 
Indeed, it could hardly mean less. The limitation of dividends 
might, or might not, be valid; it also might, or might not, prevent 
capitalization of surplus. The continuation of policyholders voting 
might also be questionable, if contested on behalf of holders of a 
majority of the stock; and permanence and stability of manage- 
ment might be jeopardized by a change of ownership of a majority 
of the shares. With upwards of $450,000,000 of policyholders’ re- 
serves at stake, these considerations should not be lost sight of. The 
management had, by these means, the best at hand, sought to guard 
those interests; only mutualization could effectually and perma- 
nently do so. 

Except as regards the majority of the shares, taken off the mar- 
ket by arrangement, the management was not over-heavily inter- 
ested in the stock; and as regards that block of stock, no suspicion 
is entertained that the management enjoyed a substantial “ rake-off”’ 
and it is known that “‘three for one”’ or thereabout is what it was 
earlier rumored that this block could be bought at. Neither, taking 
into account the risks which were great, were the returns on the 
original investment excessive, for capital embarked in so successful 
and profitable an enterprise. r 
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law, the purpose was to enable stockholders and policyholders to— 
strike a bargain and that such bargain should be utilized to redeem 
the stock unless the superintendent of insurance should see some 
serious and conclusive reason to withhold his consent; certainly 
no such reason here appears. 

The Home Life Insurance Company was incorporated in 1860. — 
Its capital stock was $125,000 and its surplus to policyholders (in- | 
clusive of capital) December 31, 1915, $2,013,455. By its charter 
stockholders were limited to dividends of 12 per cent per annum 
and the remainder of the profits belonged to participating policy- 
holders. The company issued participating policies only, though 
it had a few non-participating policies, issued before 1907, in force. 

The first step toward mutualization was taken on April 17, 
1916, when the Board of Directors adopted a resolution setting forth 
the facts and submitting to meetings of stockholders and of policy- 
holders a plan to mutualize by paying $450 for each $100 share or 
$562,500 in all for the $125,000 par value. 

At a meeting, held on May 4, 1916, of the stockholders, 1,024 
shares out of 1,250 being represented, holders of 409 shares being 
present in person and holders of 615 shares being represented by 
proxy, the proposed mutualization was unanimously approved. 

A meeting of policyholders was called for May 25, 1916, the 
notice fully setting forth the condition of the company, the terms of | 
the proposed redemption of stock and the reasons why the manage- 
ment deemed it advisable. Blank proxies ‘“‘for”’ or “‘against’’ were 
sent to each policyholder. At the meeting 6,666 votes were cast, 
only six in person, 6,118 in favor of mutualization and 548 against. | 

On May 26, 1916, the chief examiner of life insurance companies 
made a report to the superintendent of insurance of the state of New 
York, as a result of his examination of the company, showing it to be 
possessed of $32,183,296.20 assets and $2,026,601.78 surplus (includ- 
ing capital); upon which report and the other papers submitted, the 
superintendent approved the mutualization and it was carried into 
effect. 

Considered purely as a financial matter, this mutualization 
might also be questioned; for the dividends to which stockholders 
were limited were only $15,000 per annum or 23 per cent on the re- 
demption price of $562,500; but, again, there is the desirability of | 
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surely not an extravagant return for the risk the stockholders took 
— in establishing the company and in bringing it to its present con- 
dition of security and earnings. 
= ,; In any event, the intention of the legislature was to permit the 
a: -—_ stockholders and the policyholders to contract with reference to 

a. - retirement of the stock, subject only to a veto by the superintendent 
a + if it were clearly not in the interest of policyholders; and such could 
not be said of this transaction. 

; The mutualization of the Prudential Insurance Company was 
effected under a special statute of the state of New Jersey providing 
for approval by a majority of the policyholders voting at a meeting 
called for the purpose and for the price being fixed by commis- 
7 sioners appointed by the chancellor. Instead of redemption, the 

- mutualization could be effected by purchasing at least a majority of 
: % the shares and as many more as were offered at the price fixed by the 
commissioners; such shares could, so long as others were still out- 
standing, be treated as in force, thus leaving the policyholders in 
“i - control of the company through their ability to vote the shares. 
’ . This was accomplished by having trustees hold and vote the shares 
R ~ for the policyholders or rather for the company on behalf of the 
policyholders. 

: The Prudential, when mutualization was arranged for, had 

- $2,000,000 capital stock and surplus of about $23,600,000. It had 
paid dividends of 10 per cent for several years and 20 per cent 

* in 1913. Its cash dividends were not limited by law, but it could 
; not increase its capital stock and so could not give dividends in 
stock. 
_ "The commissioners found the shares of $50 par value to be 
y worth $455 each. This was arrived at by computing that $12,988,- 

_ 953.26 was clearly stockholders’ earned surplus, that $5,000,000 
fairly represented their interest in other as yet unrealized earnings 
and $185,155.63 the actual increase in market values accruing to the 
date of valuation. This makes $18,174,108.89. At $455 per $50 
share, the commissioners allowed $18,200,000. 

A special meeting of the stockholders was called for October 7, 
1914, at which 30,889 shares were represented and were voted. It 
was unanimously resolved to authorize the company to purchase 
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such shares as were offered, at the price fixed by the commissioners. 
A specjal meeting of policyholders was also called for the same day, 
upon notice to each policyholder accompanied by blank proxies “for” 
and “‘against”’ the plan, at which 941,005 policyholders were repre- 
sented of whom 940,797 voted for it and 208 against it. 

These proceedings and the whole transaction were finally ap- 
proved by the chancellor, after a hearing, on December 22, 1914. 

It is obvious that a higher price was allowed for the stock in this 
case than in either of the other cases, the proof taken by the com- 
missioners resulting in a much larger proportionate figure being 
fixed as the value of the stock, viz.: nine and one-tenth times the par 
value, as against three times the par value in the case of the Metro- 
politan and four and one-half times the par value in the case of the 
Home. Cash dividends were not limited, however, as in both the 
other companies; and market values also had been from four to as 
high as eight times the par value, actual sales, and the controlling 
interest had brought several years before six times the par value. 

It may be doubted, however, that under the New York law so 
high a price would have been secured; for policyholders must have 
been greatly influenced by the findings of the commissioners, ap- 
proved by the chancellor, regarding the value of the stock. In the 
absence of such, they might have driven a harder bargain, especially 
if the insurance commissioner gave support to their view of the 
matter. 

The earnings of the company were so extraordinary that its 
vice-president and actuary was able to testify at the final hearing 
that about 40 per cent of the entire redemption price of the stock 
was recouped by the addition to surplus during the year,in which the 
matter was brought to a conclusion. 

This completes all the mutualizations that have taken place 
under such statutory authorization. One other in New York was 
mooted, viz.: the mutualization of the Equitable Life Assurance 
Society. The suggestion was brought forward after the death of the 
late J. Pierpont Morgan, who was owner of the majority of the com- 
pany’s stock. These holdings represented a cost of nearly $3,000,- 
000 for a bare majority of the stock, i.e., a price of $600 per $100 
share or sixty times the par value. 

The company possessed surplus, however, of nearly $80,000,- 
000, of which about $10,000,000 was so-called “general” or unas- 
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signed surplus. Dividends to stockholders are limited to 7 per 
cent per annum—.e., $3,500 on the $50,000 of capital which an in- 
vestment of $3,000,000 represented. Moreover, the charter quite 
definitely bestows all other earnings upon policyholders. 

The suggestion seemed not to meet favor and was dropped. 
This stock was afterwards transferred at some advance in price to 
Colonel T. Coleman Dupont, the present owner. 

From a financial standpoint, to pay out, say, $6,000,000 to re- 
deem $100,000 of stock which is paying only $7,000 a year in divi- 
dends and apparently never to be entitled to more, seems unjusti- 
fiable. But three men so shrewd as Thomas F. Ryan, J. Pierpont 
Morgan and T. Coleman Dupont, have in turn paid the same price, 
or virtually so for a controlling interest; and another man, not less 
shrewd, the late E. H. Harriman, offered to take the stock from Mr. 
Ryan’s hands or, if that were not acceptable, to share equally in its 
cost and ownership. 

There is little doubt that the great disproportion of the price at 
which the stock would be offered in the proposed mutualization and 
its par value or its value based on dividend return was the cause of 
the subsidence of the movement to mutualize this company. It is 
notorious that the superintendent of insurance could not see how it 
could be justified. 

Yet unquestionably the immediate purpose in enacting the 
mutualization law was to enable the stockholders and the policy- 
holders of the Equitable Life Assurance Society, then desirous of 
making it a mutual company, to retire the stock upon reasonable 
terms which would be acceptable to both sides. 

Why the law, though opening the door to other mutualizations, 
has not succeeded in making this feasible, deserves careful considera- 
tion to the end that, if practicable, a way be found to enable that 
- company to free itself of its utterly inconsiderable stock interest. 

, The reason why mutualization of the Equitable, or at least the 
acquisition of control by its policyholders, has not been accom- 
plished, is this: While you and | and everybody know that the 
majority of the stock of a corporation is worth more, share by share, 
than shares not so embraced, provided you want to control its man- 
agement, policyholders, superintendents of insurance and members 
of the legislature, all only while serving in such capacities, must not 
be assumed to know this. 
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ag Not to know it did not make so very much difference in the 
Metropolitan or Home—though, in both cases, a price was allowed, 
at least equal to prices known to have been paid or offered for the 
majority of the stock—because only from three to four and one-half 
times the par value was allowed. In the Prudential, where nine and 
one-tenth times the par value was allowed, undoubtedly minority 
holders received two or three times what their stock could have been 
sold for. In the Equitable, however, the difference is enormously 
greater; three times would be a large value on an earnings basis 
while about sixty times has been paid or offered within ten years by 
shrewdest financiers for the majority holding, which carries con- 
trol. Were the deal to go through, therefore, in the same way as 
the retirement of capital in the Metropolitan or Home, as provided 
in the present New York law, not only would sixty times, 7.e., about 
$3,000,000, be paid for the majority shares needed to give the policy- 
holders control, but also sixty times, z.e., just under $3,000,000 more, 
for shares not needed for that purpose, redemption of which would 
only save $3,500 in dividends. 

To what does this point? To abandonment of the idea of — 
mutualizing the company, to consenting to the payment of a vast A 
sum to persons who do not hold the control in order to get control — 
or to the advisability of amending the law so that the policyholders 
may authorize the purchase of the majority of the shares to be held 
by trustees and voted as the policyholders may direct, the price for 
such stock to be as determined by the agreement between the holders 
and the policyholders? 

A precedent, in principle, for the last-mentioned would be 
found in the action of the Connecticut legislature re the mutualiza- 
tion of the Phoenix Mutual Life Insurance Company, under which _ 
the shares purchased were held by the insurance commissioner, act- ie 
ing as trustee, from 1889 to 1893 when, all the shares having been - 
purchased, the trustee turned them over to the company and they _ 
were retired; the act of the New Jersey legislature authorizing the 
purchase of its stock by the Prudential is also a precedent. To be 
sure, both of these contemplated paying the same price per share to 
each holder presenting his stock for purchase; but such is not an 
essential, sine qua non clement of such a law and, in cases of a tre- 
mendously high value attaching to the control, a departure in this = 
regard might be made. 
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Unpleasant references to the probable motives of those who 
_ pay so much for control are not uncommon. Originally—i.e., be- 
fore 1906—it was supposed that the purpose was usually to secure 
7 _ control of the investing power in order to buy up control of other 
, ae _ enterprises; since then, it is thought, that object is unattainable, so 
_ closely does the statute restrict investments by New York life in- 

surance companies. Mr. Ryan asserted that he bought to prevent 
_ further demoralization of the stock and bond market; it was made 
publie later that Mr. Morgan procured the transfer to him on the 
- ground that he would feel easier if the control were with his firm. 
But, whatever the purpose of paying such a price for control and, 

indeed, yet the more if the purpose were or could be evil, there cer- 
tainly appears to be good reason why policyholders might wish to 
_ secure the complete and permanent mutuality of the management 
of the company at an aggregate cost but one-sixth as great as in the 
Prudential, instead of depending upon the owner of the control con- 
-tinuing indefinitely (and in good faith) to trustee his shares, which 
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CONSERVATION OF LIFE BY LIFE INSURANCE at 
COMPANIES 


By Lee K. FRANKEL, Pu.D., 


_ Third Vice-President, Metropolitan Life Insurance Company. 


Writing in the Philosophical Transactions for March, 1693, on 
“Some Further Consideration of the Breslaw Bills of Mortality” 


from which he derived his classic mortality table, Halley states: ~ 
Besides the uses mentioned in my former, it may perhaps not be an unac- 
ceptable thing to infer from the same Table, how unjustly we repine at the short- 
ness of our lives, and think ourselves wronged if we attain not Old Age; whereas 
a oh it appears hereby, that the one-half of those that are born are dead in Seventeen 
- years time, 1238 being in that time reduced to 616. So that instead of murmur- 
‘ ing at what we call an untimely Death, we ought with Patience and unconcern 
to submit to that Dissolution which is the necessary Condition of our perishable 
Materials, and of our nice and frail Structure and Composition; And to account 
it as a Blessing that we have survived, perhaps by many Years, that Period of 
Life, whereat the one-half of the whole Race of Mankind does not’arrive. 


Halley’s views reflected those of his contemporaries. It was 
still the age of superstition and ignorance. The fatalism which 
assumed that the laws of death were immutable still maintained. 
It is not difficult to understand how at a time when the plague 
was supposed to be due to the poisoning of wells, and when con- 
tagious diseases as such were practically unknown and unrecog- 
nized, that Halley should advocate a philosophy of submission to 
a decree which he believed to be unchangeable. 

It is a far cry from this view, to the motto of the New York City 
Department of Health which states that “within natural limitations 
a community can determine its own death rate.”” The difference 
in these attitudes expresses the difference between the conception 
of life insurance in Halley’s day and the modern attitude with 
respect to the lengthening of human life. What we are striving for 
today is the fulfillment of Professor Fisher’s belief that the average 
length of life may be extended fifteen years by control of preventa- 


ble diseases. 


1 Journal of the Institute of Actuaries, Vol. 18, p. 263. _ 
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The modern conception of life insurance has added the new 
function of life extension. Whether this assumption of a new func- 
tion is primarily based upon the utilitarian desire to reduce premi- 
ums is immaterial. Every effort, it is true, is being made by 
insurance carriers to offer policies at the most attractive rates. 
Competition between insurance companies requires this. . It may 
be that incidently life insurance companies have realized the desira- 
bility of making active propaganda in the direction of life extension. 
In the long run such activity must have the important result of 
cheapening the cost of insurance. Whether the motives which 
inspire such activities are utilitarian or humanitarian, from the 
standpoint of the public, they are of equal value and importance. 


The history of life insurance with respect to life conservation 
may be divided into three periods. In the first we find the almost 
negative attitude of Halley in which there is the denial of the possi- 
bility of amending the presumably fixed laws of mortality. This 
attitude is followed by a later one, which may be called the “ pas- 
sive age.”’ 

It was during this period that life insurance companies consid- 
ered the payment of indemnity as their sole function, accepting 
mortality tables based upon existing mortality rates. Life insur- 
ance companies made their premiums to accord with these rates. 
Certainly in the earlier days of life insurance there seems to be no 
evidence that the insurance companies endeavored to lower pre- 
miums through a reduction of mortality. 

It may be urged that the medical examination instituted by 
life insurance companies in itself is evidence of the thought that 
cost to policyholders would be reduced through the selection of 
risk. There can be little doubt that in the main this is true. 
Through the careful medical examination of the applicant for 
insurance it is possible to exclude individuals of high occupational 
and other hazard. It is doubtful, however, whether this particular 
attitude of the companies was instigated by any desire or thought 
of extending the lives of the insured. 

The third period in life insurance history, which may be very 
aptly called the “positive period,’’ has its inception in the discov- 
eries of preventive medicine and in particular of the nature of pre- 
ventable diseases. 

_ Koch’s discovery of the tubercle bacillus was the beginning of 
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a series of important medical researches into the bacterial causes of 
disease. The practical application of these studies have had a most 
appreciable effect upon the death rate. It has only been within 
comparatively recent years that the machinery of life insurance 
companies has been availed of to coéperate with other agencies 
engaged in the eradication of preventable disease. The desira- 
bility of such codéperation should not require elucidation. What- 
ever assistance can be given by the insurance company to improve 
conditions of policyholders and to make them live longer must be 
of vital importance both to policyholders and to the company. 

To fully appreciate the attitude of the life insurance com- 
panies one must understand the underlying functions of insurance. 
Primarily insurance as originally conceived was a coéperative uader- 
taking to furnish reimbursement for losses occasioned by distinct 
hazards. In its essence and in its earlier developmeat, it performed 
only one function, viz., indemnity or coverage for the existing risk. 
The premiums were based on the risk as found. Losses were paid 
as they occurred, with the right reserved by the insurance carrier 
to determine whether its findings or losses agreed with those of the 
claimant. To do this it established its own machinery for inspec- 
tion and control. Life insurance is a classic example of this view. 
Similarly, fire insurance rates were based on past experience. The 
premiums took no note of the possible reduction in the fire hazard. 

In its later development insurance assumed the secondary 
function of reducing losses by a reduction of the hazard. In fire 
insurance the carrier required the installation of sprinkler systems, 
etc. Accident insurance carriers required the installation of safety 
devices. It should be noted as of vital importance that the fuac- 
tion of the inspection bureau differed essentially from the function 
of the bureau which adjusted claims. The one endeavored to pre- 
vent loss; the other secured the carrier against imposition and 
fraud. The prevention or reduction of hazard was an advantage 
both to the insured and to the carrier. 

The question may be asked is a life insurance company an 
effective agency for carrying on a life conservation program? What 
has been said in the previous paragraph indicates the possibilities 
of the mechanism which constitutes a life insurance company. It 
is immaterial whether such a company be stock or mutual. Funda- 


mentally there is a contractual relationship between the company 
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and its policyholders. Of more importance, however, is the idea 
_ that whether the insurance carrier is a profit-making or a mutual 
_ undertaking in the last analysis it is a great codperative movement. 
_ Whatever is for the benefit of the compeny must necessarily be for 
_ the benefit of its policyholders. If life extension can benefit the 
- company by obtaining for it longer periods of premium payments, 
_ inversely its value is demonstrated by the increase in the length of 
_ life of its members. It is no exaggeration to say that rarely has a 
_ family been indemnified by the cash payments of an insurance 
- company for the loss of its wage-earner. In other words each year 
of added life to the important wage-earning member of the family 
is of greater advantage to the family than the payment of a death 
claim. 
a The opportunities of the insurance company in developing 
_ health propaganda are manifold. There are many points of con- 
_ tact between the company and the insured. The agent meets the 
_ policyholder at the time that the application is taken and frequently 
_ at later intervals for the collection of premiums, etc. There is the 
intimate contact of the insured with the medical examiner. The 
- company meets the policyholder again when it sends out renewal 
notices. In many companies annual statements are sent to the 
_ policyholders which gives opportunity for approach. Finally there 
_ is the payment of the death claim which again brings the company 
in touch with the family of the insured. In the industrial com- 
_ panies, which collect premiums on a weekly basis, these points of 
- contact are multiplied. Each weekly visit of the agent to the homes 
_ of the insured gives opportunity, if the company desires, for carry- 
ing on a campaign of personal instruction. It is only fitting that 
this should be so since in the industrial classes there is a greater 
need for such instruction as the mortality in this group is higher 
than among more favored classes. 

There are still other points of contact. Most of the companies 
have actuarial and statistical bureaus. The material which reaches 
these bureaus daily has unlimited possibilities for research. It is 
these bureaus which have the opportunity of studying changes in 
mortality and to study the hazard of occupation, sex and age. As 
social laboratories they occupy themselves with the influence of 
climate and locality on disease and mortality. Furthermore 
through coédperation of these various statistical and actuarial bureaus 
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there is the opportunity of obtaining data regarding thousands of ail 
experiences which are a joint contribution of the various companies. _ * 
In this way medico-actuarial studies, which have been madein the __ 
recent past, give mortality averages which probably more clearly a 
represent the truth than could be obtained from the experience of 
any individual company. 

The studies made in the past in this direction have demon- 
strated quite clearly the general improvement in mortality which 
has taken place. A joint committee of certain companies is now 
engaged in the construction of a new mortality table which will 
more closely reflect the true mortality conditions of today than is | 
the case with the so-called American experience table, the one most 
generally in use. This table was constructed by Sheppard Homans 
between 1858 and 1863. At that time it was supposed to be a — 
fairly conservative table for use by insurance companies in deter-— 
mining their premiums. Today nearly all companies have an > 
actual mortality considerably lower than the one given in the > 
American table. There has been a constant reduction in the death — 
rate since 1870, due, of course, to many outside factors such as better 
water and milk supply, better health administration, the recognition _ 
of infectious diseases and the installation of methods for their con- A 
trol. The table below gives the actual to expected mortality cost of _ 
twenty companies and brings out rather clearly the need for a 
revision of insurance mortality tables: 


PerceNnTAGE OF ACTUAL TO Expecrep Net Morrauity Cost, 20 Leapine Lire 
InsuRANCE CoMPANIES OF UNiTep Srartes, 1915 


ema Percentage of 
Name of company iat! Expected Actual actual to ex- 
7 mortality cost net mortality pected mortality 


148,368,609 100,721,600 67.89 
10,878,751 6,905,863 63.48 


10,130,186 6,628,815 
24,550,100 18,025,291 


Metropolitan 
Prudential 


Mutual Life 
Equitable, New York 
Northwestern Mutual 
John Hancock 


17,406,560 
16,000,581 
14,691,003 
3,466,528 
7,630,016 
6,779,505 
6,418,317 


117,951,547 


12,797,219 
12,251,340 
8,859,447 
2,283,256 
4,301,885 
4,665,351 
4,189,704 


80,908,171 
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Name of company Expected ad Actual actual to ex- 


mortality cost net mortality pected mortality 
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Massachusetts Mutual........... 3,814,432 2,625,345 68.83 
Travelers. . 3,529,321 2,313,512 65.54 
New England Mutual. 3,169,849 1,961,329 61.88 
Provident Life & Trust . 2,998,175 1,465,082 48 .87 
Connecticut Mutual.............. 2,805,007 1,978,960 70.51 
National Life, Vermont........... 2,077,409 1,368,495 65.86 
State Mutual, Mass.............. 1,909,984 1,270,210 66.51 
1,666,960 1,186,218 71.20 
Total 2nd 10 companies. ........ 30,417,062 19,813,429 65.13 


It should be noted here that the remarkable improvement in 
mortality which has taken place can only to a very slight extent be 
laid to the door of insurance companies. Notwithstanding the 
remarkable machinery which they have had at their disposal it 
has been only recently that the need of utilizing this machinery 
has been fairly recognized. More and more companies are awak- 
ening to their mission in this matter. If insurance companies are 
to increasingly assume the responsibility for the protection of their 
policyholders, if life insurance companies are not to be misnomers 
but are to assure longer life as well as to insure indemnity at death, 
it will be well to indicate here the lines along which their activities 
may be developed. 


(1) Ar To Pustic AGENCIES IN THE DEVELOPMENT OF PUBLIC 
HYGIENE AND SANITATION 


(a) Surveys. If insurance companies are to help in the great 
health campaign now being developed in the United States they 
must first know the facts. To obtain these surveys are necessary. 
The direction of this has been indicated in the classic work of Mes- 
senger, the late actuary of the Travelers Life Insurance Company in 
the survey which he made of a number of southern cities. More 

recently the Metropolitan Life Insurance Company has made sick- 
oa ness surveys in certain communities. Both of these, however, are 
but beginnings. There is no reason why insurance companies 
should not make much more detailed and elaborate surveys than 
have yet. been attempted. No organization can be more interested 
- in determining the exact health conditions in communities than 
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are life insurance companies. It is in these communities that 
their solicitors and canvassers are seeking individuals to whom to 
° | preac ‘+h the doctrine of protection. It is of the highest importance 
to the company to know whether health conditions in the commu- 
ee nity in which it is carrying on its business propaganda contains 
_ those elements of public health administration which will insure to 
¢ the citizens possibility of long life. 
“ (b) Assistance to Health Officers. In the present development 
of health administration in the United States the service which 
Soar insurance companies can give to health officers is inestimable. Un- 
_ — fortun: ately in too many communities polities still plays a part in the 
‘to - administration of health offices. Too many of the officials are in- 
competent and unprepared for the important duties they are to 
ae perform. In too many communities there is still an utter apathy 
aS regarding health conditions even where there are efficient men giv- 


q 


ta: ing all their time and thought to improving sanitation and health. 
Fee It is in these particularly that the agents of the company can teach 
the lesson to citizens of the need of coéperating with the health 


authorities. It is in these communities the companies would be 
justified i in bringing home by letter, circular, advertisement or other 
4 means, the need for adequate appropriations to carry on efficiently 
_ the cities’ health work. The agent of the company can become a 
aay alth missionary. He can cite precept upon precept, statistics 
BY _ upon statistics, to prove from the experience of his own company 
_ how closely the death claims paid by his company are related to 
oe hes ilth conditions. The needs for hospitals, sanatoria, etc., could 
be accentuated. The removal of pest spots, reforms in the 
water and milk supply, and other improvements which tend to in- 
_ erease health come within the purview of the company, either through 
ie agents or medical examiners. 


@) EpucATION OF POLICYHOLDERS IN PERSONAL HYGIENE AND 
SANITATION 
(a) Through medical examiners and nurses. 
(b) Through periodic examinations. ay). 


(c) Through agents. 
(a) Through Medical Examiners and Nurses: It is here where 


_ the insurance company can exercise its most important function. 
Its relation to its egecmnee as stated above, is a close and inti- 
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mate one. The relationship is fortunately one of mutual confidence _ 
based upon the belief that the company is a great coéperative organ- 
ization. 

It is not difficult to conceive of the possibility of the physician, 
who examines an applicant for life insurance, doing more than he 
is expected to do at present. At the time of the examination it — 
would be quite feasible for him to give instruction to the policy- 
holder along health lines. He could give literature to the prospect _ 
prepared by the company. He could explain either in person or " 
through literature especially prepared, the relationship which will 
exist between the prospect and the company in case he obtains a 
policy. He could drive home to the policyholder the need of pro- 
tecting his health. Such protection and preservation means an 
advantage not only for him but for the other men, women and chil- 
dren, who are associated with him in the insurance company. 

The medical examiner, or if not he, then the insurance company, 
could undertake to give instruction to the unfortunates who are 
rejected. The number of individuals who yearly apply for insur- 
ance and who are unable to obtain it by reason of ill health is prob- 
ably larger than is generally realized. And yet these individuals 
needed insurance probably more than their brothers who were more 
fortunate. Many probably suffer from impairments which are 
remediable. A number could probably be restored to a sufficiently 
good state of health to warrant the insurance company in accepting 
them as risks. They need instruction and guidance. In too many 
cases today this is not given. 

I realize that there are many reasons which can be advanced 
by insurance officials regarding the desirability, if not infeasibility, 
of attempting to give information to rejected applicants regarding the 
results of medical examinations. On the other hand no one can 
deny the need for attempting to help this group. I have discussed 
this matter in an earlier paper on another subject.? I still believe 
that some plan can be devised whereby the rejected applicant, 
through his family physician, could be made acquainted with his 
condition so that he might undertake a course of treatment in the 
hope of ultimate recovery. The field of the rejected applicant is 
still largely neglected by insurance companies. On the other hand 
no more important service could be rendered by insurance com- 


2“The Interest of Life Insurance Companies in Social Hygiene,” Social 
Hygiene, December, 1914. 
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panies than this. The value of the physician in the company’s 
health campaign needs no lengthy discussion. It is so obvious that 
we can pass without further comment. 

There is still another professional agent whose services are prob- 
ably equally important but who until recently has been but little 


--- reeognized. I refer to the trained nurse. No outsider comes into 
as intimate contact with the family as the nurse does. She sees the 
o>. family from every angle. She is apt to meet every member of the __ 
ae a family. She is called upon to render services to the father as well _ 


as to the infant. The opportunities for education given to the i 
' nurse have no bounds. At the time she is carrying out the instruc- “ay 
tions of the physician to effect a cure of her patient she may impart . : 
lessons in sanitation and hygiene, which in the long run may result 
in the prevention of disease. The use of the nurse by insurance 
companies is still in its infancy. At present it is confined to one of 
the industrial insurance companies. It is interesting to know, how- 
ever, that only recently one of the fraternal orders in the Middle __ 
West has arranged for nursing care of its members. 7 

(b) Through Periodic Examinations. Comparatively few in- _ 
surance companies have as yet availed themselves of this splendid — Fi 
opportunity of education of policyholders. In one large company, 
notwithstanding the offer of a periodic examination made sev- => 
eral years ago, only 8 per cent of the policyholders have availed 
themselves of the opportunity. This by no means indicates that 
such an examination ought to be abandoned. Policyholders must po 
be educated to appreciate the value of this service. Such educa- — 
tion takes time. Many policyholders still harbor an attitude with ., 7 
respect to insurance companies, which is one of doubt. Too many " 


in the past have been imposed upon by unscrupulous agents. Many ~~ 
of them have a vague fear regarding offers which may come tothem 
from the companies in which they are insured. It will take time _ Lf ; 
until this fear wears off. In addition there is the general fear of a ¥ - 
human beings regarding their own illness. Many prefer to remain . 
in a condition of ignorance. A statement recently made by Dr. . 
Meltzer of the Rockefeller Institute was to the effect that frequent 
examinations of individuals would breed hypochondriacs. Many, 
who today have the impression that they are quite well, would 
believe that they were ill and continue to remain ill. All these 
arguments, however, have no bearing upon the fact that in the 
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7 long run periodic reéxaminations of individuals must result in bene- 
fit. It is the application of the business principle of taking peri- 
odie inventory of stock. The merchant must know the amount 
and kind of stock he has on hand. Such knowledge is a fundamental 
in business. It is the application of this business principle that is 
the basis of periodic medical examinations. In time it may be 
hoped that with the better education of people in matters relating 
to health, the periodic examinations of all individuals, men, women 
and children, will be as much a part of one’s life as bathing and 

cleansing of teeth. In the development of this attitude insurance 
companies can be extremely helpful. When periodic reéxamination 
_ becomes more common in its application insured people will realize 
what a boon they are offered by the companies with which they are 
connected. 

(c) Through Agents. The value of the insurance agent as an 
educator is still underestimated. The confidential relation which 
: he holds to the policyholders is not appreciated. Insurance has 
_ frequently been spoken of as a profession. The reason for this lies 
in the fact that the real insurance agent is more than a salesman. 
Z He is an advisor to the insured. The latter is rarely able to dis- 
_ tinguish between policies owing to their technical character and in 
most instances he must depend upon the agent to guide him right. 
The real agent who is scrupulous in his approach, who presents to 
the policyholder the things that he needs, performs precisely the 
same function as the lawyer or the physician. If he has the correct 
assumption of an agent’s duties, confidence between him and his 
policyholder is soon established. With his confidence as a basis 
the agent becomes an instrument of the greatest value to the insur- 
_ anee company in carrying on an educational campaign along health 

or other lines. His advice is accepted, the information which he 
has to impart is sought for. The literature which he distributes is 
read; the lessons which this literature teaches are taken to heart 
because it is realized by the policyholder that these lessons are 
taught to him for his own good. 

The agent has still other opportunities. He can take an active 
interest in civic matters, he can become identified with civic organ- 
izations. He may be the man to encourage the “spotless town’”’ 
idea. He should become the agitator in his community for 
improvement in health conditions. He can be the individual to 


CONSERVATION OF LIFE wit. 8 
af | bring to the notice of his fellow citizens the things they should do 
in encouraging city officials to develop efficient sanitation and 
hygiene. Opportunities of this kind are given in particular to the __ 
industrial agent by reason of the fact that he comes into such a 
quent contact with his policyholders. He can be a powerful edu- 
cational medium. If he is acquainted with the conditions in his_ 
community he can translate these in terms which working people _ 
will understand. It has been proven beyond peradventure that — 


the possibilities of such educational propaganda are limitless. The © 
intimate acquaintance which the industrial insurance agent has _ 


intimate relations which soon grow into those of friendship. 

not unusual for him to be called on by members of the family in 
time of trouble and as he has been frequently described, he may 
become the guide, councilor and friend. 

(d) Literature. Year after year valuable literature in health 
conservation is being published by universities, research labora- 
tories, statistical bureaus and other channels of learning. The | 
medical press is replete with reports of physicians, bacteriologists, — 
embryologists and others on the origin and preservation of life. 
In the main this literature is not available to the ordinary reader 
and if it were he would not be i in a position to Laem sige er: its tech- 7 
nature. 


on life, can be for popular 

the literature which has grown up within the last few years to 
interpret scientific research in terms of popular thought, is very 
large. Through the many points of contact which insurance 
companies have with their policyholders it is feasible to bring 
this literature to their notice. Investigation has determined sat- 
isfactorily that the literature is read and that it is preserved. The 
influence of such instruction persistently maintained and covering 
all the facts which enter into the question of human health must in 
the long run have a very marked result. 


(3) ResearRcHu 


he I have spoken above of the possibilities that lie in the actuarial 
and statistical divisions of most insurance companies. Probably no 
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other agencies outside of Governmental Census Bureaus have the 
ability or opportunity of keeping such accurate and careful record 
of the data which reaches them daily. It may even be said that 
the records of insurance companies from the standpoint of research 
are even superior to government statistics. The latter must always 
have certain elements of error by reason of the difficulty in accu- 
rately determining the size of the population. Insurance com- 
panies on the other hand have most carefully recorded data regard- 
ing the number of policyholders and policies in force. Similarly 
the mortality records which are kept are of the best. Under these 
circumstances the insurance companies have a vast storehouse of 
material for purposes of research which give the fact data so nec- 
essary to determine changes which should be made in health admin- 
istration. Much, however, has already been done in this direction. 
_ I need only cite the careful studies of Hunter on alcohol, of Hoffman 

on tuberculosis and cancer, of Dublin on mortality in the higher 
age groups, and of Rittenhouse and Fisk on medical reéxamina- 
tions and degenerative diseases to indicate the possibilities which 
lie in the field of insurance companies. q 
(4) Loans ror W 


While statistical information is still lacking as to the influence 
of proper housing on longevity there seems to be little doubt even 
without this data that evil housing conditions in the long run must 
increase morbidity and mortality. The housing conditions which 
are found in many of our communities and even in rural districts 
call for much study and needed legislation. Much has already 
been accomplished in this direction through associations like the 
_ National Housing Association whose important duty has been to 
- advocate ordinances and laws which shall make for better ventila- 
tion, lighting, etc. In addition opportunity should be and must 
be given to the workman to enable him to live in decency and com- 
: fort. To do this he must be enabled to borrow funds for home 
“4 building purposes under conditions that will not be arduous and 
_ that will not require him to make early repayment. These plans 

are not novel and have been worked out to a very considerable 

extent in certain European countries. Basically, the plan calls for 
an instalment mortgage payable i ina period of ten to twenty years 
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and with insurance protection so that in case of the death of the 
purchaser his home will be free and clear of encumbrance. 

Only slightly have insurance companies as yet seen possibilities 
which lie in this direction. It seems only reasonable that the vast 
accumulation of reserves which insurance companies are required — 
to put aside under the law for the protection of policyholders and 
which must be invested to produce returns, should be applied for 
the direct improvement of the living conditions of those who have | 
paid in their savings to make up these funds. It would seem only © 
proper that preference in the investment of insurance funds should 
be given to policyholders who desire to make loans for home _ 
building purposes. It is assumed, of course, that in making these 
loans the insurance company must be assured of the safety of its 
investments. 

Assuming that all which has been indicated above might be 
undertaken by insurance companies the question will arise, would — 
such activities produce results in the extension of life? This ques- 
tion is a difficult one to answer. So many factors enter into the 
question of mortality that an accurate determination of the influ- 
ence of one or more additional factors is almost impossible. Never- | 
theless the great reduction in mortality which has taken place in 
the last few decades must be convincing to anyone that the propa- — 
ganda which has been made through public and private agencies 
must have been instrumental in this splendid decrease in the per- 
centage of deaths. 

There is little data available to indicate the results which have _ 
been produced by activities thus far carried on by life insurance 

- companies. I might mention the study of Fisk with respect to 

- medical reéxamination. According to Fisk’s statement, impaired 
lives which were found as a result of such examination, and which = 
were subsequently advised regarding the method of life which they 
should pursue, demonstrated that the actual mortality among this 
group was lower than the expected mortality. Other interesting 
data which may be cited are taken from the nursing service given 
by the Metropolitan Life Insurance Company to its industrial poli- 

_ eyholders. This service is limited to acute conditions and to service 

at the time of maternity. In the year 1915, 23.9 per cent of the 
total female cases were maternity cases. This is about the ratio of 
maternity cases for several years prior tothat date. ss” 
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The company’s mortality experience for the years 1911-1915 
_ shows that the death rate from diseases and conditions of the puer- 
_ peral state, ages 15 to 44 had decreased 10.4 per cent and between 
1914 and 1915 8.3 per cent. During practically the same period 
(1910 to 1914) the death rate from the same causes in the Registra- 
tion Area had remained practically stationary, if it had not some- 
what increased. This leads to the belief that the influence of the 
nursing service materially affected mortality from the above causes. 
The company’s mortality from typhoid fever, another one of the 
diseases to which particular attention has been given by the nursing 
service was 19.3 per one hundred thousand for white lives in 1911 a 
and 13.6 per hundred thousand in 1914, showing a decrease of 29.5 
per cent. In the Registration Area between 1910 and 1913 there 
- was a reduction of 26.3 per cent or 3.2 per cent less than the com- 
experience. 
In the group of infectious diseases of children such as measles, 
scarlet fever, whooping-cough and diphtheria there has been a re- 
duction in the company’s experience of 18.2 per cent in the three 
years, 1911 to 1914. In practically the same period (1910-1913) 
the Registration Area rate showed a reduction of only 11.1. The 
company’s total white mortality experience showed a rate for 1915, 
34.8 per cent below that of 1894. Between the years 1911 and 
1915, the years in which the company’s activities along life conser- 
vation lines have been most actively developed there was a decline 
in the mortality of whites of 10.2 per cent. 
a As stated above it is impossible to determine to what extent 
the systematic attempt to conserve lives of policyholders has influ- 
enced the company’s mortality. In view of the fact, however, that 
in certain respects this mortality has decreased more rapidly than 
in the population of the Registration Area, it is probably not exag- 
gerating to assume that the efforts that have been made have influ- 
enced the mortality reduction. 


THE FururRe 
In just what directions human life conservation in the future 
will be developed by life insurance companies is problematic. Much 
will depend upon the course which will be followed by public health 
agencies. In many of its phases, particularly in the one of infec- 
tious diseases, the preservation of health is essentially a public 
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CONSERVATION OF Lire 


func tion. T he of in many of its assumesthe 


activities of the life insurance companies. That the service which 
the latter are rendering can be more thoroughly organized and more 
highly developed than at present, there can be no question. It is 
particularly desirable that instead of initiative on the part of —_ 
vidual companies there should be more concerted action among 
life insurance companies. If there were one great centralized health 
ss movement carried on jointly by all the life insurance interests in the 
United States, a power would be developed for health betterment 
which would be invincible. Such a centralized bureau would have 
behind it all the accumulated funds of the insurance companies of r+¢ 
which the investment of even a small percentage in life conserva-— 
tion would bring astonishing results. Such an investment used 
primarily for the education of policyholders would develop an army 
of health advocates which no legislature could withstand. With 
this army instructed and prepared for a campaign which shall spell 
elimination of preventable disease, communities that are lagging 
and backward would be compelled to realize their deficiencies and 
take an advanced step in health matters. 
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Progress in the domain of life insurance has been regular and 


constant. Each year has witnessed the bringing forth of new 
policy forms, granting greater and greater privileges to the insured. 
- At the same time, greater efficiency and economy in the home offices 
_ and the field have resulted in increased earnings and greater savings 
which have been immediately reflected in premium refunds to 
policyholders, so that the net outlay of the individual insurer for a 
fixed unit of life insurance has steadily grown smaller. While the 
general progress of the life insurance companies has been little 
short of marvelous, heretofore it has been exclusively in this one 
direction. All of the companies maintained agency forces of skilled 
and experienced men, whose business it was to seek new and addi- 
tional business, but they had nothing to offer that could make a 
_ direct appeal to a large percentage of the people. The great masses 
_ of small wage-earners were only rarely patrons of the standard life 
insurance companies. Life insurance was expensive, from their 
_ standpoint, and its benefits seemed to be limited to those who were 
able to pay the price. Many were unable to secure insurance 
because of inability to meet the required standard of the medical 
examination. The families of the great majority of wage-earners 
- were to a great degree without the protection of life insurance, 
except possibly to the extent of small industrial policies, which with 
their small weekly premiums and relatively high cost, rarely 
- amounted to much more than a funeral benefit. Real life insurance 
protection for those of very small means was apparently beyond 
reach. 


An ImportTaANT ADVANCE IN INSURANCE PRACTICE 


” ripe insurance, which is practically life insurance at whole- 
“sale, b 


as remedied this state of affairs. Its introduction marked the 
Bers advance in the life insurance institution, since its estab- 


lishment. It placed life insurance within the grasp of those whose 
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need for it, if not greatest, was very great, and who hitherto had 
been unable to enjoy its benefits. It reached all classes, from the 
highest to the lowest. It provided for those usually considered be- 
yond the insurable age, and for those of the impaired class. It in- 
cluded the heedless and the indifferent, not a large class, fortunately, 
reaching them for the first time and protecting their dependents. 
Group insurance is essentially an employer-employe mutual 
benefit proposition. It is a plan under which all employes of one 
employer may have their lives insured for substantial, but not large 
amounts. A medical examination is not required where the group 
includes more than one hundred individual lives. On smaller 
groups, a medical examination is required but the examination is 
- not nearly as rigid as in the case of individual applicants. Groups, 
: to be acceptable, must measure up to certain life insurance standards. 
a; There must be nothing in the nature of the employment that, is 
_ dangerous or likely to be injurious to health. If employed within 
_ doors, as in the case of a clerical or factory group, the group must 
not be exposed to any undue fire or catastrophe hazard, and must be 
- housed in sanitary surroundings. Drinking water, not exposed to 
contamination, must be available. The group, considered as a 
whole, must be composed of a desirable class of risks. It may 
include individuals who are not of themselves good risks, because 
_ of age, physical condition, occupation, or other reasons, provision 
_ having been made for the inclusion of what usually proves to be a 
small percentage of uninsurable and sub-standard risks, which 
_ balanced against a high percentage of standard risks results in a 


safely insurable risk. 


The group plan contemplates that the entire cost of carrying 


the insurance, which is very low, shall be borne by the employer. 


4 ? Partly for this reason, and partly for others that will be described 
later the group policy ceases to operate as to the individual upon 
_ the termination of his relations with his employer, whether volun- 
or otherwise, and his insurance therefore terminates. The 

group policy may, at the option of the employer, contain a provision 
to the effect that such an employe shall have the right to apply 
_ directly to the life insurance company, within thirty-one days after 

the termination of his insurance under the group, for a policy on 
any standard form issued to individuals, and for an amount not 

_ greater than that for which he was formerly insured, and ohteln it 
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without medical examination, upon paying the premium rate at his 
attained age. At first glance, this may seem to be a valuable 
privilege to extend to the individual, but it grants nothing that is 
not available to the general public, with the exception that it avoids 
the usual requirement of the medical examination. Since those 
insured under group policies are to a great extent unable to pay 
standard rates, this provision would be of no value in the great 
majority of cases. Including it in the group policy gives no real 
advantage, and omitting it brings about no hardship. 

Group insurance is in no way intended to take the place of other 
forms of life insurance that are or may be carried. On the con- 
trary it frequently is the means of bringing about additional in- 
dividual business to the companies, having had the effect of arousing 
thought on the subject, perhaps for the first time. In many cases, 
the group insurance will be the family’s only protection. In others, 
it will be but a valuable addition to policies already carried. In- 
vestigation has shown that nearly all beneficiaries under group 
policies have been otherwise unprovided for, and in but compari- 
tively few instances has there been other insurance. 


Tue Unir ror Group InsuRANCE 


The most satisfactory unit for group insurance has been found 
to be the year’s salary with a maximum of $3,000 to any individual. 
This is a natural and not an arbitrary selection. It takes automatic 
account of all changes in the pay roll in the way of increases or de- 
creases, and there is no discrimination between individuals other 
than that which already naturally exists. All employes are insured 
according to a standard already in existence which is familiar to 
them. Under this arrangement piece and time workers are included 
for an amount that may be assumed to be about that which they 
will earn during the ensuing year, or for the amount actually earned 
during the preceding year. As it may be arranged to have the death 
benefit paid to a beneficiary in twelve equal monthly instalments, the 
effect is to continue the beneficiary on the same income basis on 
which she has already been established. An employer once criti- 
cised this arrangement because it had the effect of placing a new 
employe on the same insurance basis as an old one where both re- 
ceived the same salary, but it was pointed out to him that this is 
really not an objection at all. The salary received by an employe 
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js based not only on the quality and character of his service, but 

upon length of service as well. When a new employe is engaged at 

the same salary as that paid to an old employe, it is a fair assump- 
Se a tion that the new employe is a more valuable one. 

A group policy may be issued for a fixed unit such as $500 or 

$1,000 to each individual. 


Group INSURANCE 


. Such an arbitrary selection places all 
ple on an equal footing, and is in a sense discriminatory. 
Where the unit is as small as $500, there is frequently a provision 
for an increase of $100 for each year of service until a fixed maximum 
ith has been reached. Past service may or may not be taken into ac- 
count. 

Employers generally seem to be agreed that when group in- 
surance is first adopted every employe on the pay roll should be 


4 
ine luded. 


a New employes usually are not included until after a 
‘a _ short term of service, which may run variously from three months 
up to a year, according to conditions. This arrangement excludes 


the transient and casual worker, and is looked upon as a reward to 


persiste nt. 


It has been stated that the cost of group insurance is extremely 

Before the exact rate for a specific group can be quoted, 
certain factors must be known. Group insurance, as in the case 
of individual insurance, is based upon ages and amounts. To secure 
an exact rate, the employer must furnish a list of employes, with the 
date of birth of each, and the amount of insurance each is te have. 
For preliminary purposes, and before the foregoing information is 
available, the rate is usually quoted as one dollar per month for 
each thousand dollars of insurance. On a percentage basis, this 
would amount to a premium of one and two-tenths per cent on the 
total amount of insurance. An employer granting five hundred 
dollars insurance to each of his employes would be incurring an 
outlay of fifty cents monthly on each individual. Where the pay 
roll is to be used as the basis of calculation, and the unit is to be the 
year’s salary, as the limit is usually fixed at three thousand dollars 
on any individual, the prospective cost would be determined in the 
following manner. From the total of the annual pay roll would be 
deducted the excess of all salaries above three thousand dollars. 
From the remainder, which would be the total amount at risk, the 


low. 


7 
‘va 
‘ 
4 
a 
“A 
4 
AS 


96 pe : THe ANNALS OF THE AMERICAN ACADEMY 


percentage at the rate of one and two-tenths would be calculated, 
and this would give the rate for the entire year. Divided by twelve 
this would give the monthly rate. The foregoing figures may 
reasonably be regarded as the maximum. The actual outlay is sel- 
domso large. Often it is very much less. 

In a canvass for group insurance, the employer invariably in- 
quires why he should be expected to pay for the insurance. He 
recognizes it at once as being a splendid proposition for the em- 
ploye, but he does not see what he is to realize from it. Before this 
question can be answered, it is necessary to consider the existence of 
certain tendencies, in the industrial world which group insurance is 
designed to counteract. 

The arrival of very large corporations and combinations of 
corporations, with the consequent introduction of efficiency methods, _ 
completely revolutionized nearly every department of business. 
The individual worker ceased to come into direct contact with his 
employer, with whom it was not possible for him to have any ac- 
quaintance. The intimacy existing formerly in smaller concerns, 
could no longer exist, and personal relations were at an end. This 
opened the way to misunderstandings and disagreements. The 
worker began to measure the value of his job by the only standard 
that existed, the pay envelope. Naturally enough, the employer’s 
hold on him grew to be very slight. The work to be performed was 
often purely mechanical, and without especial interest, and there 
was no particular reason why, so long as he was obliged to work, he 
should be with one concern rather than another. Finding other 
employment nearer his home, or offered slightly higher pay else- 
_ where, he accepted it. A row with a foreman frequently brought 
about the termination of his services; often the cause was mere 
restlessness. Whatever the causes, large concerns employing many 
workers found themselves obliged to maintain expensive employ- 
_ ment departments, not for the purpose of engaging additional hands, 
but often for the sole purpose of replacing departing employes with 
whom no fault had been found, and who might easily have been re- 
tained, and whom it would have been extremely desirable to retain. 


Tue Loss LaBor TurRN-OVER 


- , Bite This has been the common experience of all classes of employ- 
ers, but until recently it has been regarded as a necessary evil, about 
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which there was nothing to be done. It simply had to be endured. 
With the ever increasing cost of labor and materials, the problem 

_ reached overwhelming proportions, and it was admitted that some- 

- thing had to be done. It was discovered that every departing em- 
 ploye caused a distinct and heavy loss. New hands required in- 
struction, and while earning very little or nothing themselves, were 
taking up the valuable time of their instructors. Machines as a 
result were idle, or partially so. Material was wasted, seconds were 
produced, the output was appreciably curtailed. Efficiency and 
economy required that the industrial forces be converted into 
permanent fixtures of the institution, but the question was, how 
could it be brought about? In the effort to accomplish this result 
industrial welfare work had its beginning. 
Wages are fixed to a great degree by the market for labor, and 
; by what others in the same line are paying. So long as he may re- 
ceive the same rate of wage from any employer who desires his 
services, there is no controlling reason why a worker should connect 
himself with one concern rather than another. Where the wage is 
_ the only concern, the spectacle of the highest possible pay being 
- demanded for the smallest possible amount of labor, is not un- 
_ familiar. The employer discovered that his first step must be to 
_ ereate a bond of sympathy between himself and his employe, that 
would result in benefit to both. To ascertain the means of bringing 
_ this about was a great problem, but it has been solved, as a result of 
_ many experiments. There may now be said to be a complete pro- 
gram of welfare work, which when properly applied, has begun to 


WELFARE WorK | 


Welfare work is supposed in many quarters to apply exclu- 

_ sively to charitable enterprises. In the sense in which it is here 

- employed, it is in no way allied to anything of a charitable nature. 

In the industrial and business world, welfare work concerns it- 

self among other things, with benefiting the wage earner and his 

dependents through the total or partial elimination of certain 

_ hazards, to which all persons who depend on their earnings for their 

_ livelihoods, are unavoidably exposed. These hazards, enumerated 
in the order of their importance, are lack of employment, loss of _ 
income to dependents through death, loss of income through dis- 
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ability, and dependent old age. The welfare program naturally 
has nothing to offer against lack of employment. It begins with 
the man who has a job. 

The man with a job, any kind of a job, is well off, compared 
with the man who has no job at all. Next to the job, the amount of 
the wage is important. An employer who does not pay a fair wage 
to his employes, need expect no return from welfare work, and any 
money expended in that direction will be wasted. Following the © 
size of the wage in importance is some provision for its continuance 
to dependents when death has taken the wage earner. Here the © 
loss is total and complete. Group insurance will provide the | 
necessary indemnity. The succeeding provisions should be for 
indemnity for disability, for time lost through accident or ill health, 
which, at its worst is but a temporary and partial loss, involving 
perhaps, privation and discomfort, but not a complete loss, for the 
worker is alive, and is still an asset to his family. Dependent old 
age is provided for through pension funds, now being generally 
established. 

That workers and their families place a valuation on group 
insurance that is herein claimed for it is no longer open to argument. 
It has been amply demonstrated by experience. It brings relief 
to the employe, relieving his mind of care for the future of his de- 
pendents, and creates a strong bond of sympathy between him and 
his employer. It goes further and reaches into the home. It re- 
moves dread of the future from the mind of the wife, and arouses her 
interest in the employer. It provides for her and for her children 
to an extent often undreamed of. Does any one doubt the intense 
interest of women in life insurance? The tremendous business of 
the industrial companies has been built up on this interest, for 
nearly all industrial policies are sold to women, paid for week by 
week for women, and are kept in force for the small amount of pro- 
tection they have to offer to dependent women and children. With 
the group policy in effect, the worker and his family have a direct 
and personal interest in the employer that they never had before. 
The man stays on his job, and group insurance has accomplished 
its purpose. Such a result could not be brought about by the direct 
expenditure in any other way, of the same trifling amount of money 
that is expended upon each individual under the group plan. An 
increase in the pay check of one dollar a month could hardly be de- 


— 

- 

Ry 

a 

a 


- pended upon to produce much in the way of appreciation. It 
would be more likely to arouse resentment. The same amount can 
not be used to purchase any other real benefit for a worker. But 
it will purchase a substantial amount of real life insurance, and used 
in this way, is an investment in good will which produces results out 


ployers without exception have found that it pays for itself in 
greater efficiency, and increased loyalty, which have their effect on 
production. 

© ; Group insurance is not offered as a panacea for all industrial 
= ills 


day industrial problems, through the good feeling that it engenders, 


ous, and it takes very little time for the information to spread that 
a beneficiary has received her check at the office, for, while the check 
is made payable directly to the beneficiary by the life insurance 
company, it is usually sent to the employer for delivery. 


Some years ago, when group insurance had first been introduced, 
and was all but unknown, brief mention of it in a newspaper at- 
tracted the attention of a foreman in a great manufacturing es- 
tablishment, in which were employed many thousands of people. 
This foreman was a forceful and progressive individual, and at the 
head of a department that included about eight hundred hands, all 
under his direction. He had found that in his own department 
about three hundred changes were taking place annually, for which 
there were no apparent reasons. He had calculated that every 
change was costing his employer about twenty-four dollars. In a 
vague way, he had put forth some effort to ascertain why so many 
_ changes took place, but could give no apparent reason, other than the 
_ restlessness of the average employe. He knew that his department 
was not operated economically, and he was very anxious to make it 
_ both economical and efficient, but he was at a loss as to the steps 
that should be taken. He had placed the matter before his em- 
= _ ployer, and there it had remained, with every promise of remaining. 
As stated, this foreman’s attention had been attracted to a brief 
newspaper notice about group insurance. The notice did not men- 


of all proportion to its cost. In a sense, there is no cost, for em-— 


It is a powerful aid in solving many of the pressing present 7 . 7 


Be and the actual advantages that it confers. In large concerns, these [ ¢ 
aa advantages are constantly apparent. Deaths frequently are numer- © = 


Some EXpeERIENCES witH Group INSURANCE then! 
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tion the company that issued it, but gave the name of a concern _ 
that had adopted it. The foreman wrote for information, and event- 
ually got into communication with the insurance company, giving 
his home address, and not revealing the name of his concern. For 
seven months he investigated group insurance. He asked for and 
received a list of the few concerns that had at that time taken it 
up, and wrote to them all. He interested his fellow foremen, and _ 
the superintendents, then the officers of the concern, and finally — 
went to the office of the president, where, backed up by all his asso- | 
ciates, he stated his case. The result was complete success, and 
the group insurance became effective. This group policy has now 
been in force for five years, and has produced results. 

A manufacturer who had for some years been extending certain 
benefits to his employes, but in a desultory way and without any 
very definite object in view, had come to the conclusion that he was 
wasting his money. He had adopted a profit sharing plan, and © 
once a year distributed a large sum of money to his workers. He | 
had received no benefit in return. His men had become accus- — 
tomed to the distribution, which took place at a stated time, | 
and looked upon it simply as a deferred portion of their pay. 
He had opened an elaborate lunch room, which was main- 
tained at considerable loss, and had found that the men would not 
patronize it although a first class luncheon was obtainable at an 
extremely low cost. He had organized clubs which were rarely 
attended, and had a baseball team which aroused interest of a kind 
that brought no return. He paid good wages, and as far as possible, 
tried to employ only steady, married men. He had a sincere in- 
terest in the well-being of his employes, and was anxious to improve 
their condition. He had gone to the extent of trying to become 
personally acquainted with every one of his employes, and explain- 
ing to him the advantages of taking his pay envelope home, un- 
opened. In a dim way he recognized that the wife was a factor 
that had to be taken into account. With many he had succeeded. 
The great majority of his employes did take their pay envelopes 
home unopened. But nothing was accomplished. Changes in his 
factory were as numerous as in many others. An employment de- 
partment that was overworked, was finally charged with the re- 
sponsibility of learning the reason for its own existence; in other _ 
words it was ordered to ascertain from each departing employe, why __ 
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he was departing. The result was very unsatisfactory. The em- 
ployer had finally decided that he was face to face with a problem 
that had no solution. Group insurance was brought to his atten- 
tion, and attracted him immediately. He adopted it, being the 
first one in his line todo so. He advertised that he had adopted it. — 
His employment department told of it, when the new employe was 


engaged. It was the solution of his difficulties, for after six months’ | 


experience he found that he had attracted many of the best workers — 
in the trade. 


The experiences of employers might be related without end, but | 


in many instances would be of the same general character, varying — 
only in detail. The following account gives the viewpoint of the 


employe. The concern was one of the most prominent in the coun- _ 


try, having not only a national, but an international reputation. 
Its product was recognized as incomparably the best. In age, it 
was venerable, for this country, and its management and ownership 
were still vested in the family that had founded it. The employes, 
numbering perhaps fourteen hundred, had to a great extent, grown 
up with the concern, and included fathers, sons, grandsons, and 
greatgrandsons. There was nothing impersonal as to the relations 
between employer and employe. They were distinctly personal. 
One of the owners was the head of the manufacturing department. 
Another was the head of the office force. Most of the employes were 
known by their given names. The factories were in a somewhat 
isolated section, and many of the employes lived in a model town 


that had been established by the company, and to a great extent 


were owners of their own homes. A school, kindergarten, library 


and hospital were maintained by the company. Wages were the 
highest in the trade. Disability benefits were allowed in cases of 


ill health or accident. In good times or bad, employes were never 


_ discharged, unless for serious cause. It was a rare occurrence for 


- an employe to leave voluntarily. Conditions probably could have 
been no better anywhere. 

. The employes of this concern, maintained at their own expense, 
a benevolent society, for the purpose of paying the funeral expenses 
of a deceased member. The assessments had steadily increased to a 
_ point where they were regarded as unbearable. Medical examina- 
tions, at their own expense, were then required from new members; 
_ still the assessments increased. The association, like many similar 
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associations found itself bankrupt. Its claims could not be paid for 
two years after they matured. 

The head of this association, seeking some means of continuing 
the insurance of the members, learned of group insurance. He 
proposed that the association be taken over under the group plan. 
The matter was brought to the attention of the employer, with the 
suggestion that he adopt the group plan, as a gift to the employes, 
but he felt that this was inadvisable, in view of what he was already 
doing for them. Negotiations were continued with the association. 
The proposition as submitted to the men contained no provision 
for the continuance of the insurance on an individual basis by any 
one who severed his connection with the group. The eventual re- 
sult was that the employes, in a mass meeting, voted not to accept 
the proposition, on the grounds that, as many of the men were im- 
paired risks, and others beyond the insurable age, the group proposi- 
tion, once accepted, would make it impossible for any of them to seek 
other employment, and would make a strike out of the question. 
This from the employes of a concern that had never known a strike. 
A resolution had been passed embodying the reasons for declining 
the group proposition and this resolution was submitted to the em- 
ployer. The group policy was accepted by him, for double the 
amount that had been under consideration by the men themselves. 
The association was thereupon dissolved, and a vote of thanks was 
passed to the employer. Some months later the employer decided 
to pay a cash bonus, equal to one month’s wages, to every employe 
in his establishment. Upon the announcement being made, a com- 
mittee of employes was appointed to wait on him to ascertain if this 
meant the discontinuance of the insurance; and if so, to request that 
the bonus be not paid and the insurance continued. They were 
of course informed that the insurance was to be continued. 

Group insurance was first put on the market in the early part of 
1911. The company that originated it made little effort to push 
the business. Experience was lacking, and it was safer to feel the 
way cautiously. Restrictive laws placed a limit on the total amount 
of business that might be secured by a company in any one year, and 
the limit, which included the amount that might be written on the 
group plan, was to be easily obtained. The group business began 
to grow. Newspapers began to report concerns that had insured 
under the new plan. One employer would tell another. Letters 
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of inquiry began to reach the offices of the insurance companies, for 

other companies had begun to issue group insurance. Without any 

particular effort, the group plan had become widely known. 

Recognizing the advantages to the masses in group insurance, laws 

were enacted, providing that group insurance should no longer be 

- considered as a part of the business that was included within the 
legal limit. 


oF Group INSURANCE 


The experienced life insurance agent is not unaccustomed to 
opposition. In fact, he thrives on it, and if he fails to encounter it, 
he suffers from the lurking suspicion that he must be soliciting one 
who knows himself to be uninsurable. To his never ending wonder- 
2 _ ment, he encounters no opposition in soliciting group insurance. 

~ Only the employer is solicited, and his attitude unvaryingly has 
. been one of open-mindedness and interrogation. Procrastination 
and delay are met with because of the desire to investigate and 
verify, but there is always the expressed willingness to act when 
finally convinced. 

Group insurance has received a great deal of attention from the 
daily press, in the form of news items of concerns that have adopted 
it for their employes, but there has so far been very little editorial 
comment on the subject. Trade journals have discussed it at 
great length, usually at a time when some house connected with their 
_ trade had issued the announcement of its adoption. The following 
~ editorial is from one of the leading music trade journals, and appeared 

after such an announcement: 


: The decision of the distinguished house of Steinway to take out a large amount 
_ of insurance for its employes, is significant of the disposition of prominent em- 
. Fa ployers to go beyond the actual paying of wages in an effort to promote the welfare, 
ey. and also to do something to secure provision for the future, of their employes. 
a Such efforts have provoked from labor, and especially from labor leaders, the 
oa charge that this is an admission, on the part of employers, that they do not pay 
_ sufficient wages, and that it would be better for them to take the money which 
is paid out in the shape of insurance premiums, or for libraries or hospitals, or for 
sick funds for their employes, and pay it out in the shape of increased wages. 
This argument is a poor one. Wages must always be more or less regulated 
_ by the market, and the competition of others engaged in the same line of business. 
Where, however, a concern by long years of effort, the possession of superior 
- manufacturing facilities and able business management, has won a high position 
in the industrial or commercial world, it is apt to enjoy a superior prosperity, and 
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when, out of that superior prosperity, it takes a certain percentage, and devotes it 
to improving the condition of its wage earners, it should at least, be credited with 
a desire to be more than just to those who have contributed to its prosperity. 

The insurance taken out by the Steinways, we understand, covers about 
thirteen hundred employes, and means an aggregate protection of nearly two-thirds 
of a million. . . . . The attitude of the house is shown by the fact that in 
each certificate appears a statement to the effect that the Board of Directors of 
Steinway & Sons has ordered that it is given in acknowledgement and apprecia- 
tion of loyalty and continued service and codperation that tend to the continued 
success of the business. . . . . Incidentally we may say that we believe in 
the long record of years, there have been fewer labor disturbances in the Steinway 
factories than in almost any other industrial concern of equal age, distinction and 
prominence. 


THe PLAN EXPLAINED 


The plan of group insurance is founded upon the “yearly 
i renewable policy,” with specially calculated premium rates, which are 
payable monthly, and which are based upon the attained age of 
each individual and increase annually. Policies issued on the 
yearly renewable plan to individuals have always proved disap- 
- pointing, as the cost advances with advancing years, and the plan 
is really valuable for only temporary purposes when covering but 
a single life. But for group purposes, the opposite is the case, 
_ and it is the only plan that is adaptable to all the requirements of an 
all inclusive plan. Under the yearly renewable plan, the premium 
charged for each age provides only for the expected number of 
deaths and the operating expense for the ensuing year. This per- 
mits of an extremely low premium rate because a reserve fund is not 
maintained, not being required to level the cost, and there is no ex- 
pense involved in the care of investments, there being practically 
“no funds to invest. Medical examination fees are avoided, to- 

_ gether with the great expense of elaborate individual policies. 
_ Commissions to agents are unusually low, and in many cases none 
have to be paid, as the business is frequently secured by the home 
offices directly. As but one premium is collected monthly on an 
entire group, the cost of collection is infinitesimal. The very econ- 
omy of this arrangement makes it necessary to terminate the in- 
surance of the individual in the group, upon the severance of his 
relations with his employer. It is manifestly impossible to deal 
with him upon an individual basis without enormously increasing 
the expense of doing business, and the group premium rate has not 
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- been calculated with the possibility of having this additional expense 
= charged upon it. Even if it were possible, an employer would be op- 
posed to continuing in his group one who was no longer directly con- 
a ‘nected with it. This provision must not be understood to operate 
against any employe who is temporarily removed from the pay roll 
because of accident or ill health, or against one whois temporarily laid 
Off for any reason, but who is expected to return to his work. Cases 
_of this character are regarded merely as suspended employes whose 
- jnsurance may be continued by the employer. Permanently dis- 
. abled employes may also be continued in the group, and the amounts 
for which they are insured will be paid upon death. Moreover, 
the overhead expense of the group business is very low, requiring 
%:. oe a small office force to care for a very large business. This is 
; due largely to the simplicity of the accounting, only changes in 
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groups being considered, such as deaths, terminations, and the ad- 
dition of new lives. 
; While the premium rate of the individual in the group will 
ance year to year, has shown that the pre- 


“some years, but on the contrary will “ee a steady decline. This de- 
cline has been found, in participating plans, to be due to older em- 
_ ployes dropping out and being replaced by younger lives on whom a 
smaller amount of insurance will depend, and through increased 
_ refunds or dividends made possible by lowered expense as the busi- 
ness expands. The decline in cost has been in many cases both in 
the cost per thousand and the cost per individual. It is possible of 
course with a small group, as in a bank, that there would be no 
changes during a policy year, and as a natural consequence at the 
end of the year, each individual in the group being one year older, 
the rate would advance slightly. In most cases it is fair to assume 
_ that the initial rate will be practically stationary, and without 

‘marked increase or decrease. 


se. 


Forms AND Kinps oF POLICIES al) - 


The group policy, of which but one is issued to a group, and 
_ which is retained by the employer, is a blanket form, usually without 
conditions other than the payment of the premium. It must be 
_ accompanied by eitber a register or card index, recording the names 
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of the individuals covered, the respective amounts for which they 
are insured, names of beneficiaries, amount of individual premium, 
and other necessary information. Where the card index is used, 
upon death or termination of service the appropriate card is re- 
moved form the index and the company notified. A new card is 
furnished upon the addition of a new life. Appropriate forms are 
supplied the employer for use when changes occur. While there is 
but one policy, individual certificates are issued to each employe 
in which are named the beneficiary, and the amount payable at 
death, the certificate also reciting the conditions under which it 
will remain effective. These conditions are that the employer shall 
continue to pay the required premiums, and that the employe shall 
remain in his service. 
Some companies include in their group certificates what is 
_ known as a disability clause. It provides for the waiving of any 
_ further payment of premium by the employer on account of an em- 
ploye who has become permanently and totally disabled; and for 
the payment to such totally disabled employe, beginning six months 
after the occurrence of the disability, of five per cent of the face 
- amount of his certificate, the payments to continue for twenty years, 
or until prior death. At death it provides for the payment to the 
_ beneficiary of any difference existing between the amount called for 
in the certificate, and the amount already collected under the dis- 
ability clause. This provision is of doubtful value. The pay- 
ments under most group certificates would be pitifully small, too 
_ small to be of any real value, except in the sense that anything is 
better than nothing. And small as they may be, the payments are 
_ deducted from the death claim. 
Group policies are issued under two general plans, known as the 
_ participating, and the non-participating. Under the participating 
plan, the group policy includes a table of premium rates that is not 
- subject to revision. It provides for a cash refund to the employer 
at the end of each policy year, which refund represents the difference 
between the gross amount paid by the employer, and the actual 
amount it has cost the company to carry the risk. Group insurance, 
under the participating plan, is sold at actual cost, based upon the 
company’s experience as a whole. Its experience with any one 
so group is not considered. Terminations in and additions to the 
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group are taken into account at the end of each month, and new 
calculations of the premium due are made. 

The non-participating plan, as its name implies, provides for no 
refunds. The premium rate is fixed, and is intended to be sufficiently 
large to cover all contingencies. Any margin remaining at the end 
of the policy year is retained by the company. The initial pre- 
mium rates are somewhat lower than those of the participating com- 
panies, but they lack permanence. The non-participating policies 
provide that at the end of a term of years, if the company deems it 
necessary, the premium rates may be revised. This term may be 
anything from five to nineteen years, varying with the size and im- 
portance of the group. 

Group insurance has now become so widespread that it would 
not be possible to give here a list of the concerns that have adopted 
it. Toa great extent, such a list would be a repetition of the ordi- 
nary news of the day. It would include concerns engaged in almost 
every branch of human activity, banks and trust companies, manu- 
facturing concerns, stock brokerage houses, department stores, 
insurance companies of all kinds, municipal departments, water, 
gas and electric light companies, and electric and steam railroads. 
The Union Pacific Railroad is the most prominent patron of group 
insurance, having only recently concluded the largest transaction in 
life insurance history, insuring thirty-five thousand employes, each 
to the extent of one year’s salary, under a group policy calling for 
about $30,000,000 of insurance. The Studebaker Corporation, 
Montgomery Ward & Company of Chicago, and the B. F. Goodrich 
Rubber Company, have also adopted it for groups numbering 
thousands of employes. 

Statistics as to the actual number of group policies in force, 
the amount of insurance they represent, and the number of lives 
covered are not yet obtainable, but it is known that one company 
during 1916 issued more than $40,000,000 of insurance under this 
plan, which is still far from widely known. That it will become gen- 
erally adopted in the near future is evidenced by the advances 
already: made, without advertising, practically without solicita- 
tion. It satisfies a demand that it itself creates, and responds to a 

great human requirement. It is the foundation upon which will 
arise a more complete understanding between employer and em- 
ploye. And when employes are selected with care, and with regard 
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to their adaptability, and placed under foremen and superintendents 
who have some degree of knowledge of the psychology of managing 
and getting along smoothly with their men; when discharges are 
made only for cause, and after investigation, and then only with the 
approval of superior authority, the employer is likely to discover 
that many of his former difficulties have assumed much smaller 


proportions. 


FRATERNAL INSURANCE IN THE UNITED STATES: 


ITS ORIGIN, DEVELOPMENT, CHARACTER AND 
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and communal instincts of the human family which from remote 
ages have led its members to coéperate for their common welfare. 
Fraternal organizations of one kind or another for mutual assistance _ 
have existed in the various countries from time immemorial. Under _ 
the old Roman Empire such societies were so numerous as to call — 
for regulation by the state. During medieval times we find them 

in large numbers in the form of organized guilds for social, religious, 
and commercial purposes throughout the different countries of 
Western Europe. Those of England were the forerunners of the 
numerous friendly societies which succeeded them and whose 
special purpose was the relief of their members in case of sickness - 
and the provision of a burial fund in case of death, to which was 
sometimes added a pension on attaining a certain age. It was — - 
from these British friendly societies that the idea of fraternal in- 
surance was introduced into the United States at a comparatively 7 
early date in our history. But until after the middle of the last 
century no well directed effort was made to regulate their manage- _ 
ment in Great Britain. They were usually organized on fallacious 
principles. Contributions were exacted of the members regardless 

of age or condition of health and with no intelligent conception of 
the cost of the benefits which they promised. As a consequence 
their failures were so numerous as to become a national scandal, 
until their proper regulation was undertaken by the British Parlia- 
ment which resulted in a thorough investigation by actuarial ex- 
perts and a scientific determination of the principles on which the 
business must be conducted, and the rates which must be charged 

to secure its safety. Not until 1875 was legislation procured which 
placed the system of friendly soeieties in Great Britian on a com- 
paratively sound foundation. The social affiliation between the 
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members of these British societies, however, was in many cases so 
strong as to hold their membership together in spite of their techni- 
cal insolvency until the necessary corrective measures could be 
applied. In fact such social affiliations are the fundamental basis 
on which the successful operations of a genuine friendly society 
must rest. 

The development of friendly societies—more commonly known 
as fraternal insurance societies—in America took a somewhat more 
radical form than in Great Britain. With the exception of a few, 
like the Free Masons and the Odd Fellows, they generally attached 
less emphasis to the social features and more to the insurance 
feature. The majority of them have directed their chief work to 
granting death benefits. Sick benefits, when allowed, are usually 
cared for by subordinate local lodges. 

The development of fraternal insurance in the United States 
has been largely shaped by the same social and economic influences 
which have controlled the development of ordinary life insurance. 
So-called fraternal societies have been largely utilized in the past 
for the purpose of furnishing a supposedly cheap form of life in- 
surance with too little regard for the benevolent features which are 
so essential to its success. The same social and economic condi- 
tions which caused the remarkable development of life insurance 
in the United States during the last half century resulted in 
the great growth of fraternal and benevolent associations. The 
rapid growth of cities and the change from an agricultural to an 
industrial population were largely responsible for the more recent 
remarkable development both of life insurance and its allied forms 
of benevolent societies. The growth of the latter was attended 
with the same disregard of sound insurance principles and ignorance 
of the actual cost of the promised benefits as in Great Britain. The 
results were even more disastrous. The spirit of conservatism 
which controlled the expansion of life insurance in Great Britain 
was lacking in America. The work of the associations instead of 
being localized within the limited area of a small island was often 
expanded over a wide territory. 

The great expansion of life insurance which took place after 
1860 was attended by a corresponding development of fraternal 
and so-called benevolent societies which simply aimed to provide a 
cheaper form of insurance than was furnished by the regular com- 
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panies. These associations sprang up in great numbers in the = * 
years following the sixth decade of the last century. The ordinary = 
business corporations had already been subjected to legal restrictions 
designed to secure their solvency and proper mangement, but 
fraternal benefit associations, being presumptively of a benevolent 
character, were not subjected to such restraints. The consequence 
was that, in addition to the genuine fraternal societies, another 
class of associations grew up claiming to be fraternal in theircharac- | 
ter and conducted on similar lines but usually having no lodge © 
system like the true fraternals and none of the social features. 
Such associations were in effect disguised life insurance companies, 
carried on like them for profit and seeking to compete with the 
regular companies by selling life insurance at rates much lower than 
those which the regular companies were forced to charge. This 
they were able to do because they were not compelled to put up the 
legal reserve required of the regular companies. Their contracts in 
consequence could not be carried out. Their numerous ultimate 
failures became a notorious scandal. They were popularly known 
as coéperatives or assessment companies, and it was not always easy 
to distinguish them from the genuine fraternal societies which they _ 
sought to imitate. Both of these classes of institutions, like the | 
British friendly societies, were conducted on a scale of rates that 
was wholly inadequate and which at first usually took the form of 
assessments collected from the members to pay death claims as 
they occurred. They were conducted for the most part like the | 
British societies in ignorance of the true principles of insurance. 7 
The probability of death and the consequent cost of insurance 4 
increase with age. It is therefore necessary for the insured person 
either to pay a premium increasing with his age or, if he is to pay a 


good the deficiency in later years. This vital feature was ignored 
by the fraternal and assessment orders until bitter experience com- | 
pelled its recognition. They saw the ordinary life companies, 


munletine year after year a constantly increasing reserve fund while — 
their loss rate itself showed no apparent increase. They jumped 
to the conclusion that the reserve fund was a needless exaction 
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from the policyholders and that they could grant insurances at the 
current loss rates of the regular companies. They could not be 
made to see that the companies were still new and their business 
increasing at a rate which kept their average membership young 
notwithstanding the increasing age of individual members. The 
heavy lapse rates of the policies, too, by weeding out the older 
membership, helped the delusion. That neither the average age 
of the membership nor the average death rates of the regular 
companies sensibly increased as the years went on was a favorite 
argument of the benevolent orders in defense of their inadequate 
rates and a strong weapon in their competition for business. 
Another favorite argument was the condition of the ordinary 
town and village community whose average ages remained the same 
while the individual members were continually growing older. The 
births equalled the deaths and so preserved the average. So the 
constant new additions to their membership would keep down their 
average age. Again they could not be made to understand that, 
unlike the town community, their members all started young to- 
gether and their average ages were bound to increase until an equi- 
librium was reached dependent on the relative rates at which new 
members were secured and the older members were retired through 
lapses and deaths. Before this equilibrium age could be attained 
the societies had already begun to feel the stress of their increasing 
death losses, and their members had begun to change their member- 
ship to newer societies which could furnish cheaper insurance. 
Years would often elapse before this stage was reached if the mem- 
bership increased at a rate sufficiently rapid. Meanwhile the society 
would go on in the blind belief that all was well until the increasing 
death rate gave warning that their rates must be increased. The 
attempt to do this was sure to create dissatisfaction which resulted 
in an increased loss of membership and a diminished supply of new 
members, thus enhancing the trouble which they were seeking to 
escape. The process of dissolution thus started gathered momen- 
tum as it continued. The expedients resorted to to make good this 
growing deficiency, either by increasing the rates or reducing the 
benefits, were generally temporary compromises which merely re- 
lieved the situation for the time, until the growing deficiency again 
called for a new adjustment and created a fresh loss of membership. 
The end came when the burden of carrying the old members could 
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no longer be met by rates which had grown too heavy to be borne, 
and members could no longer be secured with the fact staring them 
in the face that they would be compelled to make good from their 
own contributions the deficiencies in the past payments of these 


older members. The ultimate disintegration of the society would 


follow, leaving its members without the protection which they had 
perhaps been contributing for years to secure. 

Such has been the sad history of large numbers of these societies 
- in the past, due to their refusal to recognize until too late the ne- 
cessity of an adequate reserve to meet the increasing death losses of 
- advancing age, and to their attempt to furnish cheap insurance at 
inadequate rates on the basis of its current cost. In one important 
respect the claims of fraternal insurance to be less costly is correct. 
In the genuine fraternal orders, with their systems of subordinate 
lodges through which their agency work is carried on, expenses 
necessarily involved in the agency system of the ordinary business 
- corporations are largely avoided. The members themselves act 
as agents of the society. The societies, on the other hand, lose the 
advantages of the interest earnings on those large invested funds of 
_ the ordinary companies that so materially reduce the actual cost of 
their insurances. Strenuous efforts were made during the latter 
part of the last century to correct these defects of the system, es- 
pecially by the insurance departments of the various states through | 
legislative regulation. But such efforts were frustrated for a long 
time through the opposition of the members themselves, whose 
political influence was strong and many of whom looked on such 
legislation as an attempt by the regular companies to break up the 
system. This opposition gradually weakened as the increasing 
age of the societies compelled them in greater numbers to realize 


_ the imperative necessity of readjusting their rates on a sound scien- 


_ tific basis. At last the time became ripe for radical action and a 

convention of the insurance commissioners in the various states 
. undertook to frame a bill which would compel these associations to 
gradually increase their rates and accumulate a reserve which would 
place them on a basis actuarially sound and would subject them like 
_ the regular companies to the supervision of the various insurance 
_ departments of the states. Such a bill, known as the Mobile Bill, 
was adopted by a convention of the commissioners meeting in that 


q city in 1910, and was recommended for passage to the various state 
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legislatures. It of course encountered strong opposition, especially 
on the part of societies that felt that their deficiencies had grown 
too great to comply with its requirement, and that they would be 
forced to close. But the principles of the bill have gradually been 
adopted until now it has become a law in thirteen of the states. 
The effect has been that not only the societies belonging to those 
states but the larger societies, even though located elsewhere but 
which were doing business in such states, were forced into com- 
pliance. 

Before this crucial step had been taken by the commissioners, 
the better class of fraternal societies had already realized the ne- 
cessity of a radical change in the system and had organized a Fra- 
ternal Congress in 1886 composed of some forty of their leading 
organizations. This Congress collected the experience of its mem- 
bers and framed a mortality table showing the actual death rate 

among them, and in other ways sought to bring about the needed 
/ reforms. One great difficulty, however, in the application of such 
a table was the wide diversity of the classes from which the mem- 
bers of these societies were drawn as well as their diverse financial 
conditions, both of which seriously affected the death rate which 
must be expected. 
a Under the Mobile Law a definite period is allowed during which 
the society must gradually build up an adequate reserve which, like 
that of the old line companies, will make good deficiencies in their 
rates, and place them on a similar basis of commercial solvency. 
_ The changes in the system exacted by this law are still in process of 
being effected and it is too soon to state with certainty the outcome. 

The very recent experience of the Royal Arcanum, one of the largest 

of these societies, will illustrate its operation. 

This society was organized in 1877 in Massachusetts and em- 
braces in its membership the best representatives of the fraternal 
orders. Its subordinate councils are scattered throughout all the 
more healthful states and territories. After twenty years of rapid 
growth, it at last reached the stage where radical reform in its 
system was imperative. Its old post mortem system of assess- 
ments at death was discarded for definite annual payments of largely 
increased amount and the creation of a large emergency fund. 
After fifteen years’ experience under its revised plan it finds itself 
unable to meet the requirements of the Mobile Law and is compelled 
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to again practically double its rates in order that the requisite re- 
serve shall be secured within the alloted time, which expires in 1920. 
Of its two hundred and forty thousand members, it is estimated that 
from sixty to a hundred thousand may resign from the order through 
the dissatisfaction which had been created. The hardships and 
disappointments involved in these resignations will be great. But 
the crisis once successfully passed, it is not unreasonable to antici- 
pate that the society may start on a new upward career, and on a 
foundation that will thereafter assure its members of the ultimate 
payment of all its obligations without future changes in its rates or 
modifications of its plan. 

The great multiplication of friendly societies in the country 
practically began at the closeof the Civil War. Until about 1888 no 
serious attempt at their regulation by legislation was made. They 
were regarded simply as charitable organizations. Neither the 
legislatures nor the courts were able to distinguish between their 
fraternal and their business features. Even today some of the 

"4 courts and legislatures still incline to the view that they do not 
undertake to furnish indemnity and are therefore merely charitable 
in their nature. But the prevailing more advanced views regard 
them as business corporations obligated like all others to strictly 

carry out their contracts, irrespective of their financial ability. 
| The first practical legislation, aimed at their regulation, was 
adopted by the states of Massachusetts and New York in 1888 upon 

_ the initiation of representatives of the societies themselves. The 

_ Fraternal Congress, representing the best class of these societies, soon 

_ after framed a uniform bill for their regulation, which after several 

_ years of discussion was adopted by several of the states in 1893. 

From this time until 1910 there was friction between the Congress 
and the insurance commissioners over amendments to the bill which 

_ lacked the elements necessary properly to safeguard the business. 

_ The efforts of the Congress, imperfect as they were, to place it on a 
- securer foundation, were resisted by a confederation of the weaker 
- societies, known as the Associated Fraternities, who opposed any 
governmental interference. Because of this opposition no success- 
_ ful effort to improve the societies’ uniform bill could be made and 
at last the commissioners determined to draft their own measure 
_ which resulted, as has been said, in their framing the Mobile Bill 
- @$ a joint measure whose passage they could recommend to their 
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several states. Meanwhile since 1895 the societies’ bill has been 
adopted by some twenty states. 

In 1895 the better class of the fraternals began a voluntary 
readjustment of their rates which soon became the order of the day 
and which was supplemented by framing the Fraternal Congress 
mortality table. These reforms, however, were, as has been said, 
of a compromise character affording a mere temporary relief. The 
aim still was to avoid the accumulation of an adequate reserve and 
to meet their deficiencies by emergency funds supplemented by 
moderate increases in their rates. They depended on their lapses 
and new membership to do the rest. The adoption of the Mobile 
Bill was at first strongly opposed by the fraternal orders and even 
by some of the commissioners themselves as too radical a measure 
with which it would be impossible for the societies to comply without 

a loss of membership that would be destructive. Another serious 
tote to the proper increase of rates was the tendency of the courts 


- to treat the undertakings of the societies with their members as 
- ¢contracts giving vested rights to the iatter and confining any rate 
increase to new members, thus throwing upon the latter the burden 
of making good the deficiencies. 

A most important decision on this point has just been rendered 
by the United States Supreme Court in the case of Supreme Lodge 
v. Mims.' It is held that where a fraternal society has the power to 
alter its contributions at will it may increase its rates notwith- 
standing a provision in its laws that monthly payments of its mem- 
bers shall continue the same during their membership. This pro- 
vision is not to be regarded as a contract but merely as a regulation 
subject to the possibility that an increase of rates may be necessary 
in order to pay its benefits. What is more, in this case the provision 
as to payment allowed the society as an alternative, if the assess- 
ments were inadequate, to reduce the payment accordingly. Never- 
theless, the court declared that adequate payments were essential 
to the life of the corporation and it was entitled to fall back upon its 
general charter right to amend its laws in order to overcome a pro- 
vision in the laws that the assessments should not be increased. 
It was not compelled to resort to the alternative of reducing the 


Unsurance Law Journal, p. 255. To the same effect is the case of Holt v. 
Supreme Lodge, U. S. Circuit Court of Appeals, Seventh Circuit, Insurance 
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benefit. The society was of the nature of a club which, notwith-— 
standing a stipulation in the laws to the contrary at the time of a 
member joining, might under its chartered right increase its rates 
to a figure required to meet the benefits essential to the satisfactory 
performance of its mission. 
This radical departure from the previous prevailing disposition 
of the courts to treat such limitations of assessments as vested i ey £ 
contract rights promises to remove one of the great hindrances in 
the way of increasing the rates of old members to an adequate 
figure in order to comply with the requirements of the Mobile Law. 
If the doctrine here laid down by the highest court in the land is ae ha 
accepted by the various state courts, the most serious obstacle to at at 
the correction of their rates by the fraternal orders will be removed. __ 
As the members of the societies have become more enlightened re- | 
garding the character and requirements of their business, the opposi- 
tion to their proper regulation has gradually diminished. In 1914 
the Associated Fraternities united with the Fraternal Congress, and = 
the joint organization gave its support to the efforts of the commis- __ 
sioners to secure adequate government regulation, which was still 
opposed, however, by a third reactionary organization of the weaker 
societies known as the Federated Fraternities. Such progress in the — 
work of reform had been made by that year that the Mobile Law 
had already been adopted by eleven states, and its amended form, 
known as the New York Conference Bill, by seventeen. 
The leading features of the latter, as expressed in the Insurance 
Law of New York, will show the nature of the requirements now 
made to insure the ultimate soundness of fraternal societies. The _ 
_ fraternal society is defined as an organization conducted without 
profit solely for the benefit cf its members under the lodge system 
and a representative form of government and paying death or dis- 
ability benefits. It must have a supreme lodge as a governing body 
- made up of representatives of the various local lodges whose mem- 
_ bers are admitted by prescribed rules and which hold meetings at 
least monthly. It may issue benefit certificates for a term of years 
_ as well as for life but may not promise endowments except under 
certain conditions. If its rates have been properly readjusted, the 
society may accept half the payments in cash and charge the balance 
_ with compound interest against the certificate. Only certain 
specified relations may be made beneficiaries and they can take no 
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vested interest. The members may change the beneficiary at will 
_ Nor can any beneficiary pay the contributions required of the mem- 
ber. The constitution and laws of the society with the member’s 
Bs cere ser constitute the contract of the member and the former 
is subject to change. The society may maintain an emergency 
fund but no individual member shall be entitled to any specific 
share except under certain conditions. If the society is found to be 
maintaining a 4 per cent reserve by the American table, it may 
grant extended and paid-up insurances and withdrawal equities 
not exceeding the reserve. Endowment benefits, and benefits 
payable at seventy, may also be granted. Certificates must be 
issued to the members specifying the amount of benefit and stating 
that it, together with the constitution, laws and application, form 
the contract. The society’s laws must state the specific object of 
the payments and what portion can be used for expenses. The 
mortuary fund may not be used for this purpose. The Fraternal 
Table at 4 per cent shall be a minimum standard of valuation ex- 
cept where the society has its own experience framed from at least 
twenty thousand lives. If at the valuation at the close of 1917 the 
company shows a deficiency and such deficiency shows an increase 
in the triennial valuation of 1920, new members must be placed in a 
separate class at adequate rates and the Superintendent of Insurance, 
if he deems it best, may institute proceedings to wind up the society. 
In lieu of this requirement, however, the society may provide in its 
by-laws for increasing the contributions of the members if their 
share of the annual losses is in excess of their annual payments. 
The Mobile Bill requires also that if in 1917 the assets are less than 
90 per cent of the liabilities the deficiency must be decreased at least 
5 per cent during the succeeding three years. 

Such are the leading features of the most advanced legislation 
on this subject. It ranges from this high standard to practically 
no effective legislation in some of the states. It is obvious that a 
compliance with this standard will tend to assimilate the fraternal 
society more nearly in its character with the ordinary life company. 
A similar system of invested reserves, though perhaps smaller in 
amount, will be exacted. Instead of assessments having little re- 
gard to the actual cost of insurance, they will approximate such cost. 
Contributions for expenses can no longer be applied to the payments 
of benefits, nor the reverse, Whatever advantages may be de- 
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rived from the social features and the agency work of the members 
themselves, will remain, but these will naturally be diminished as 
the cost of membership increases and the society approaches the 
form of a business organization. The expenses of procuring new 
members will naturally increase through the employment of paid 
solicitors. But what is most important, the promised benefits will 
be more definite in their character and the assurance of their ultimate 
payment will be greater. There will be the stronger need for those 
social relations of the lodge system which must always be at the 
foundation of genuine fraternal orders. What will be the ultimate 
issue, it is too soon perhaps to predict. But the tenacity with which 
the system has been perpetuated in spite of its defects gives strong 
assurance that the better societies will be able to reorganize on a 
basis which will be permanent. The losses due to their failures 
heretofore have been more in the shape of disappointed expecta- 
tions than in actual wastage of funds. They have furnished tem- 
porary insurance to their members at a minimum of cost, though 
often unable to pay the promised benefits to the long livers on ac- 
count of their insufficient rates. A more intelligent and honest 
class of men have succeeded to their managment and their members 
are being educated up to the requirements of their work. 

In the face of its defective character, fraternal insurance has 
been steadily growing in its membership and in its beneficence. 
In 1896 the societies forming the national Fraternal Congress, which 
included the great body of the true fraternal orders in the country 
but excluded the mere assessment orders which maintained no 
genuine lodge system, had a combined membership of over a 
million and a half and benefit certificates in force of over three bil- 
lion dollars. They had paid out in benefits more than peso oo 
million dollars during that single year, and over two hundred and 
thirty millions during the previous ten years. Nineteen years later i 
the strictly fraternal orders.doing business in New York whichem- — 
braced the principal societies of this country reported a membership 
of over five millions and certificates in force of over six billion dollars. 
But as against their enormous future payments promised in their 
certificates they held assets of only about one hundred and forty-six | 
millions, or little more than one dollar in fifty. The regular life ~ 
companies doing business in that state in the same year had between 
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fourteen billion dollars, against which they held assets of between 
four and five billions or about fourteen dollars in fifty. In other 
words the regular life companies were required by law to carry about 
fourteen times the amount of funds of the fraternals in order to 
maintain their technical solvency. The comparison of these figures 
shows the threatened future deficiencies of the fraternal orders which 
the recent legislation is seeking to correct. It is obvious that no 
scheme of assessments, if deferred until these enormous obligations 
become due, can make good the deficiencies, and the legislation is 
aimed to compel an adequate reserve while there is yet time for its 
creation. 

Roughly speaking about five-twelfths of all the lives insured 
in the United States, aside from industrial insurance, are carried 
in fraternal societies, the remaining seven-twelfths being in the 
regular companies. The industrial companies, however, have more 
than double the membership of all the others combined, though the 
amount insured is less than that of the fraternals. The mere as- 
sessment companies doing business for profit have been largely 
weeded out during more recent years either through failure or 
through more or less successful changes in their systems to conform 
to that of the old line companies. The genuine fraternal society 
is in its nature a social club for the mutual aid of its members as 
well as an insurance organization. Its character as a club has been 
generally recognized by the courts. A society is made up of local 
lodges whose representatives combine to form the grand lodge which 
is the governing body of the whole. Each local lodge is the social 
and business center of its members. It collects the dues and as- 
sessments and independently cares for the sick and disability benefits 
of its own members. The death benefits are cared for by the grand 
lodge. The dues and initation fees when exacted are used to meet 
the expenses of the society. The benefits are met from the assess- 
ments or contributions for that purpose by the members. They 
are essentially coéperative bodies having no capital and yielding 
no profit. Their promised benefits are not in the nature of legal 
indemnities and cannot be used as collateral securities or be attacked 
by creditors. The agreement between the society and its members 
is not a policy or business contract as in commercial life insurance, 
but is embraced in a certificate of membership in which the member 
agrees to comply with the laws and regulations of the society then 
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or thereafter in force. This general agreement is supplemented by 
the statements in his application. The benefits themselves are 
prescribed by the laws of the society and the claim of the member 
is by virtue of his membership. He has no vested property rights 
in the society until the claim has actually matured. A beneficiary 
can be designated only within the prescribed relationships; such 
beneficiary takes no vested interest and may be changed by the 
member at will. In a word fraternal societies do not furnish com- 
mercial life insurance in the nature of an indemnity, but a fraternal 
assistance or relief. 

The right of assessment in case of deficiencies, which they 
generally retain, technically relieves them from the charge of legal 
insolvency when unable to meet their claims, especially when the 
promised benefit is limited to the amount which the assessment may 
yield; but it does not relieve them from the practical effects of in- 
solvency when such assessments fail to produce the amounts needed 
to meet the expected benefits. This technical loophole, however, 
has proved an important protection in the past against their legal ad- 
judication as insolvents and against legislative interference. Their 
methods of assessing contributions differ widely, since they were 
forced to increase their rates and to recognize the effect of age on the 
cost of insurance. The earlier attempts were directed to create an 
insufficient emergency fund in place of a proper reserve while in- 
creasing their rates only according to some assumed current cost 
at the various ages; often, too, relying on lapses to make good = 
deficiencies. Sometimes, where their laws permitted, the benefits 
were scaled. But this the courts refused to sanction unless it was 
clearly authorized. Sometimes a step rate plan was resorted to, 
the rates remaining level through a group of ages and being increased 
as the next succeeding group was reached. Sometimes the rates were 
fixed according to the age attained by the member, at others ac- 
cording to his age at entry, but the last required some adjustment 
of their past deficiencies in case of old members if the rates were to — 
be made adequate. 7 

The older the society the greater, of course, were the deficien- 
cies and the more difficult it became to correct them, especially in 
view of the alleged rights of such members to exemption from in- 
creased rates. A compromise was sometimes attempted by per- 
mitting the member to continue his original rate upon giving a lien 
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on the promised benefit equal to the deficiency in the reserve. The 
more recent readjustments have generally been made on the basis 
of the age attained by the member with modifications of the rates, 
however, at those advanced ages where they would otherwise be 
prohibitory. Thus the societies are gradually being brought in line 
with those of Great Britain where an adequate level premium and 
reserve are maintained as in the ordinary life companies. 

How many of the societies will succeed in reaching this standard 
will depend on the extent of the deficiencies to be made good, and 
the ability to secure new members at the increased rates. Opposi- 
tion on the part of the members and heavy lapse rates at the start 
are to be anticipated. But past experience seems to indicate that 
in the end those societies which are able to stand the strain will 
emerge on a solid foundation for the future. Paid solicitors will 
be more needed to secure new members as the society approaches 
in its character the ordinary business company and the expenses 
of management will naturally increase, all of which emphasizes the 
importance of maintaining the social and fraternal features. It 
would be a great mistake to assume that their failures in the past 
represent corresponding moneyed losses to their members. Their 
moneys have been spent in fraternal insurance benefits. But these 
have been in the nature of term insurances except to the short livers. 
The loss has been the failure of the long livers to receive benefits 
which they had been promised but which their payments were 
insufficient to provide. In the face of all their past defects it has 
been estimated that they have collected and paid for the benefit 
of their deceased and sick members more than six hundred millions 
of dollars during the last forty years at a moderate cost of manage- 
ment. They continue to meet a want in the community which 
commercial life insurance can but imperfectly supply. The frater- 
nal instinct is today as strong in the human breast as when the trade 
and religious guilds were dominant in Western Europe, and it is only 
reasonable to expect that the fraternal orders under more enlight- 
ened management will continue their beneficient mission. 
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‘THE EXEMPTION OF LIFE INSURANCE FUNDS 
FROM TAXATION 


By Bruce D. Mupcert, Pu.D., 


Instructor in Insurance, Wharton School of Finance and Commerce, _ ‘ 


University of Pennsylvania. 


The discussion preceding the enactment of the federal income 
tax law in 1913 reopened an issue on which life insurance officials _ 
and legislators have disagreed for years. Though insurance com- — 
panies have contended that life insurance funds do not offer a 
legitimate field for taxation, they have been called upon yearly to 
pay larger and larger amounts in taxes to the various states in 
which they operate. The bill introduced in Congress offered no 
exemption to an individual who protected his dependent family 
through life insurance from becoming public charges at his death, — 
or who, by the same agency, provided for his own old age. Nor 
did it exempt the income of the life insurance company, the funds | 
of which are a standing guarantee against family and old age 
dependency. 

The discussions of this bill, like most controversies over the 
question of taxing life insurance funds, have consisted in dogmatic — 
assertions on both sides unattended by any attempt at scientific — 
analysis that would give a basis for testing the arguments. Itis | 
doubtless true that most life insurance men accept without proof _ 
the statement that life insurance funds should never be subject to _ 
general taxation; it is equally true that legislators, in their search _ * = 
for ways and means, are inclined to choose the method which offers — 
easy collection and has the least injurious effect on party success, 
regardless of the scientific character of the taxation problem. 

Any permanent settlement of this controversy in the near 
future is unlikely. With the extension of government activities 
there is necessity for increasing revenue, and new laws have a tend- 
ency to reach untaxed sources of wealth. These laws are often 
passed, however, without being submitted to the test of a really 
adequate theory. Those who oppose the taxation of life insurance 
funds, having a perfectly good case to defend, have too often devoted 
their energies to attacks on particular laws and have not made clear 
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special consideration. aT 


Basic REQUIREMENTS OF A TAX SYSTEM 


The statement of principles on which life insurance taxation 
shall be based is not a pleasant task. One faces two bitterly op- 
posing camps, either ready to fall upon the first heterodox state- 
ment and to cry “‘traitor.’’ Itis a profitable task, however, if agree- 
ment is ever to replace the present conflict of opinion. 

Taxes are general or specific. Taxation of any kind is justified 
on the ground that administration of government results in benefit 
to the governed. In a broad sense, the function of government is 
the care of the health, morals and well-being of its subjects and the 
funds necessary for the conduct of such activities can be obtained 
by general taxation. The relationship between work performed 
and revenues obtained is indirect as, for instance, where a tax levied 
on property is used for the supervision of public health or for the 
support of judicial tribunals. In extending the field of government, 
it has become increasingly necessary to carry on special activities 
and the revenues for such purposes are collected directly from those 
benefited and should cover only the cost of service rendered. Thus 
the federal government conducts the postal service and collects two 
cent for each letter carried. The feeling that the postage tax 
should not be greater than the cost of this service is reflected in the 
demand for penny-postage. The government is likewise called upon 
from time to time to supervise particular institutions and the cost 
of such supervision may be charged directly. 

With government thus functioning as general and specific—for 
the benefit of all, and for the benefit of special classes of the governed 
—it is proper to distinguish two correlative types of taxation: gen- 
eral taxation, to pay costs of government activities in the benefits 
of which the whole people share; and specific taxation, to cover the 
costs of benefits accruing to a limited group. 

The justice of any system of taxation may be tested on different 
grounds in so far as we are dealing with these two fields of govern- 
ment enterprise. It may be accepted as a working principle that 
the conduct of specific operations such as carrying the mails shall 
be paid for by those who use the mails, or that specific institutions 
which receive the benefit of government supervision shall be taxed 


the underlying reasons why life insurance funds should receive 
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directly to pay its cost. 
will be found. An equitable system of general taxation is much 
more difficult to formulate. Adam Smith stated its fundamental 
premise when he said “‘ The subjects of every state ought to contrib- 
ute to the support of government as nearly as possible in proportion 
to their respective abilities: that is, in proportion to the revenue 
which they respectively enjoy under the protection of the state.’”! 
This principle is accepted by John Stuart Mill, and in his elaboration 
of it he interprets it to mean that “equal sacrifices ought to be 
demanded from all.’ 

General taxation should be levied upon surplus. It is true that 
much popular misunderstanding results from the attempt to explain 
_ these doctrines in current phraseology, and clearness is in no way 
attained by a study of tax systems in the United States. It is quite 
certain, however, that if Mill were restating his doctrine at the 
_ present time he would do so in terms of the standard of living. He 
would justify any tax system in accordance with the way in which 
it might affect individual incomes. A tax falling upon the person 
whose income is insufficient, or only just sufficient, to maintain 
_ physical existence and rear a family would be destructive and there- 
_ fore socially undesirable. All taxes should fall, in so far as possible, 
on those who enjoy incomes in excess of this amount. Fortunately, 
the decision as to what is a minimum standard of living need not 
enter the present argument. The sociologists may be permitted to 
_ establish the limit and we may agree not to tax individuals whose 
- incomes fall below this mark. We may say with certainty that 
_ the government is justified in taxing the man whose annual income 
is $100,000; but the advisability of taxing a $2.00 per day wage may 
await the determination of the minimum standard. 

While the amount necessary to maintain this standard need 
not be stated for the present argument, the factors which it includes 
do require statement. It means more than the food, clothing, 
lodging and recreation supplied by current income. It requires 
provision for times when income may cease through death, sickness, 
_ disability or old age. Recent developments of the idea of family 
responsibility include the belief that the man whose income may 
cease with death, disability or superannuation must lay aside certain 
1 Wealth of Nations, Book V, Chap. II, Part I. 

* Principles of Political Economy, Book V, Chap. II, Sec. 3. 
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amounts from his weekly or yearly income for insurance or annuities 
to provide for family needs, should any of these catastrophies occur. 
Society benefits if all persons whose incomes fail to satisfy these 
minimum requirements are exempt from taxation. In Mill’s own 
words, ‘‘The principle . . . . of equality of taxation, inter- 
preted in its only just sense, equality of sacrifice, requires that a 
person who has no means of providing for old age, or for those in 
whom he is interested, except by saving from income, should have 
the tax remitted on all that part of his income which is really and 
bona fide applied to that purpose.’’* Indeed, he goes further and 
says that, were it possible to administer the tax, it should be based 
on expenditures and all savings should be exempted. But, since 
this cannot be done without great liability to fraud the next best 
thing is to exempt those amounts which “different classes of con- 
tributors ought to save.’’ 

It is at this point that Muill’s theory overreaches itself. Pres- 
ent-day social philosophy interprets his doctrine of “equal sacri- 
fices from all’’ to mean the exemption of all persons whose incomes 
will not purchase the present necessities of life and insurance against 
loss of income in the future, and the taxation of all who enjoy a 
surplus income beyond these minimum requirements. This is 
thoroughly consistent with the doctrine originally propounded by 
Adam Smith, and accepted by Mill, of taxing those who have ability 
to pay. The taxation of expenditures only opens the way for the 
transmission of large unearned incomes to heirs. Savings should 
be encouraged in so far as they are used for the education and equip- 
ment of children in order to give them the best possible opportunity 
to develop their talents and make of them socially useful citizens. 
But savings intended to furnish children with an unearned income 
that will support them in leisure and idleness may be taxed with 
wholesome social effect. Unearned incomes are limited by the 
imposition of an inheritance tax; and it is proper to limit them also 
in the process of accumulation by a tax on surplus income. 

Application of these principles to the taxation of life insurance. 
The theory of taxation here outlined may be applied to the taxation 
of life insurance funds in the following manner. Specific taxation 
to pay the expenses of government supervision of the life insurance 


* Mill: Principles of Political Economy, Book V, Chap. 2, 4. 
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companies is fully justified so long as the tax does not exceed the 
expenses of such supervision. Taxation for general government 
purposes is justified only in so far as life insurance funds represent 
something more than a sufficient provision of the necessities for 
maintaining a proper standard of living and providing minimum 
savings for dependents and for old age. 

There are two direct means of taxing life insurance funds: a 
tax on life insurance corporations and a tax on an individual’s pro- 
vision for life insurance. The corporation may be taxed on its 
assets, on its premium income, on its investment income, or on its 
profits or surplus. An individual’s provision for life insurance may 
be taxed while being accumulated or when paid to beneficiaries. It 
is taxed in the process of accumulation when a law taxing income 
fails to exempt those portions of income used for the purchase of 
insurance or old age protection; it is taxed after being accumulated, 
if the income tax law fails to exempt the proceeds of life insurance 
contracts when paid to beneficiaries in immediate cash or in install- 
ments. 

Taxation of life insurance companies. Taxes on life insurance 
corporations are justified in so far as they pay reasonable expenses 
of government supervision; more than this amount may not, in 

_ strict theory, be collected unless life insurance funds comprise some- 
thing more than necessary savings for dependency and old age pro- 
vision. The company which operates on the stock plan and each 
year diverts a portion of its funds for the payment of dividends on 
stock is to this extent more than an insurance and savings institution 

and may not object to the imposition of a corporation tax on the 

_ part of its funds so diverted. This would be a tax on the “gains or 
profits of trade,” in the words of the English income tax law. A 

| purely mutual insurance company has no such profits of trade and 
either must not be taxed at all or on a different basis. If we were to 
accept fully Mill’s rule that all savings be exempt from taxation, 
there would be no basis whatever for taxing the mutual company; 
but the principle stated on page 126 and the principle that has gained 
acceptance in English tax laws is to exempt savings only up to a 
certain minimum and to tax all over this amount. If this rule is 
- aecepted as a basis for taxing individual incomes it must be accepted 
likewise in the case of corporate incomes. The tax authorities are 
then justified in imposing a tax upon all life insurance corporations 
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whose assets represent provision for any individual beyond the 
minimum standard accepted. It is plainly impossible to tax such 
corporations in strict accordance with the amount of excess savings 
reflected in their assets. The method adopted will necessarily be 
only a rough approximation to theoretical requirements. Taxes on 
assets, On premium income or on investment income are justified, 
for purposes other than the cost of government supervision, only on 
the ground that savings in excess of minimum requirements are 
reflected in the company’s assets. The measure of the stringency 
of such taxation should be the degree to which it discourages saving 
for dependents or for old age requirements. 

Taxation of individuals. An individual provides for life insur- 
ance needs by devoting a portion of his income to the purchase of 
insurance and annuities. A system of taxation based on the prin- 
ciple of taxing surplus income recognizes a minimum provision for 
these needs as one of the necessaries of life and therefore not taxable. 
It is not a sufficient answer to say that the need for saving for 
dependents or old age is met by the personal exemption granted 
small incomes by the income tax. The point of this exemption is 
that no income below this limit is to be taxed no matter in what way 
it is spent. If, then, it is desirable to encourage citizens to make 
their own provision for old age or for dependents, it must be done 
by a further exemption. 

The proceeds of insurance policies may be paid to beneficiaries 
in a single cash sum, in a fixed number of installments or as an 
annuity for life. It would be entirely improper to consider the 
receipt of the face value of an insurance policy at maturity as part 
of a single year’s income and to tax the entire amount as such. It 
should be taxed, if at all, as an inheritance. Furthermore, the 
failure to tax the sum insured upon its payment to the beneficiary 
does not exempt it completely from taxation, for it is usually in- 
vested and emerges again as income. 

Where the sum received is paid at maturity in a fixed number 
of installments or as a life annuity, the question is raised whether 
it is not incorrect to consider the entire amount of each periodic 
payment as income and therefore taxable. The claim is justly made 
that the amount received is only income in part; that the major 
portion is a return of the principal left with the insurance company. 
The federal income tax law recognizes this distinction between 
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— "principal and interest in an annuity income and modifies the method 
aps of assessing income tax on annuities in conformity with the idea 
that the principal should be exempt. This procedure does not 
‘2 - aecord with the theory that only necessary provision for the neces- 
sities of life should be exempt and that all surplus above this amount 
should be subject to tax. Under such an interpretation of an annu- 
ity income, a person might invest in an annuity of several hundred 
- thousand dollars per year and enjoy it largely free from taxation, 
_ whereas the maximum of other incomes exempt from tax in our 
federal law is four thousand dollars. On the basis of assessing tax- 
ation against surplus, the distinction between principal and income 
- in a taxable annuity may not be defended, and the tax shall be 
assessed on the entire amount of the periodic payment if above the 
limit for exemption. 

There is no logical basis for the exemption from taxation of that 
part of an annuity which is principal. Like so many of our tax laws 
(in fact, the idea may be applied to almost any law) this method of 
fi. ~ dealing with annuities is probably based on some early decision of a 

_ purely technical character. Some one claimed exemption from an 
income tax on the ground that the principal of an annuity is not 

income, and the decision became a precedent. This is exactly what 

has happened under the federal income tax law of 1913. This law 
. did not make clear its purpose in taxing annuities and the demand 
was shortly made for a distinction between principal and income 
- and the exemption of the former from tax. The method of admin- 
___ istering the law was finally cleared by Treasury Decision number 
a 2151, which stated: ‘“‘The amount paid under a life insurance, en- 
- dowment or annuity contract is not income when returned to the 
. person making the contract, either upon the maturity or surrender 
of the contract; but the amount by which the sum received exceeds 
: the sum paid and coming into the hands of the person making the 
i, contract and payment is income.” 

Now that the precedent is established, the procedure is defended 
on other and different grounds. Probably the favorite argument 
« that the taxation of the principal of an annuity is a direct dis- 


-couragement to saving. A great deal of bombast is wasted on this 
_ idea, and it is easy to raise a cry in favor of the “poor widows and 
- _ orphans”; but we must not be unmindful of the fact that, in the 
_ long run, the best friend of life insurance is the one who builds that 
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institution on the surest foundation. It is the feeling of the writer 
P that a tremendous mistake has been made in our income tax law in 
_ the emphasis placed on the interpretation of an annuity income, 
__ while the fundamental problem has been entirely neglected, namely, 
_ the exemption of that part of yearly income which is spent for life 
insurance or annuity needs. The way to encourage saving for these 
purposes is to release from taxation the money spent in life insurance 
premiums. The taxation of a large annuity income is taxing the 
fund after it has been accumulated, and it is difficult to see how this 
_ will result in decreased provision for life insurance needs. Further- 
more, the exemption of such income from taxation violates the — 
fundamental premise that taxation should be levied on surplus. Yl 


SUMMARY 


To summarize the preceding discussion, governments function 
in two ways,—certain activities benefit the whole people; others, 
only special groups or classes. Taxation therefore should be general 
or specific in so far as revenue is used for the general good or for 
selected classes. Specific taxation shall aim to pay the expense of 
service rendered and no more and shall be levied upon those for 

- whom the service is performed; general taxation shall be levied 
upon all who have “‘ability to pay”’ and this class will include only 
those whose incomes more than satisfy the requirements of a decent 
standard of living, including necessary provision for dependents in 

ease of death, disability or sickness and for one’s self in case of 
forced or voluntary retirement. 
i This theory may be used as a test of the adequacy of methods 
a taxing life insurance companies and individuals. The companies 
shall be taxed directly to pay the cost of government supervision. 
_ Further levies on them are general taxation and are supported on 
the ground that the assets of the companies reflect provision on the 
part of some policyholders for more than minimum insurance needs, 

that life insurance companies, in other words, have become a 
depository for surplus income of men of wealth. Companies oper- 
ating on the stock plan and paying dividends to stockholders may 
be taxed further on some basis of capitalization or of dividends paid 
to stockholders. 

In taxing individuals, the basic requirement of the theory is that 
all persons shall be relieved from the burden of general taxation on 
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that portion of income needed to guarantee a decent standard of 

living and to purchase a liberal amount of insurance protection 

against common hazards. As the federal income tax law sets a 

limit of $3,000 income on which no one is taxed, so it should make a 

-__ geeond exemption of income spent on insurance premiums. 

The proceeds of matured policies shall be taxed on the principle 

of an inheritance or an income. If paid in a lump sum, and its 

- amount be sufficient for taxation as an inheritance, it shall be so 

- taxed, but never as an income. If it be paid in installments or as an 

annuity, it is in effect an exchange of capital for an income and shall 
be taxed as income. 


Lire INSURANCE TAXATION IN THE UNITED STATES 


Existing tax laws in the United States may be examined in their 
application to life insurance funds and may be tested by the prin- 
ciples here stated. Generally speaking, life insurance is subject to 


ernment, the state and the municipality. The first two will be 
considered in this paper. 

ace) State taxes. The state, being the governing authority with the 

power and duty of supervising life insurance corporations, taxes 


The rate charged: varies from one to three per cent with different 

states. Sometimes it is charged on gross premiums; in other cases, 

gross premiums less death losses; and frequently, in the case of par- 

_ ticipating policies, on gross premiums less dividends. A few states 

_ have shown liberality by defining “premiums,” in the meaning of 

_ the law, as gross premiums less dividends. On the other hand, where 

legislatures have not shown this liberality, the courts in several in- 

f stances have done so. The United States Court of the District of 

- Columbia and the Court of Common Pleas of Dauphin County, 

‘ Pennsylvania, have held that dividends do not constitute income 
and are not therefore subject to taxation. 

i ¥e The tendency of state taxes on premiums in recent years has 

been upward in both the United States and Canada. Thus Ala- 

__ bama increased the tax in 1908 from one to two per cent; the rate in 

Virginia has been increased since 1911 from one to two and one 

quarter per cent; in Quebec a rate of one per cent was changed in 
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_ 1906 to one and three-quarters per cent.® Similar instances could 
be cited in great number. It is generally conceded that a tax of one 
per cent on premiums would pay all costs of state supervision of life 
insurance companies. The states have therefore departed from the 


collecting revenues for general governmental purposes. This 
is rightly viewed with much by life 


the availability of life insurance funda for und the ap 
ease with which the tax is collected. 

License fees paid by insurance companies for the right to do 
business in a state, for the right of each agent to solicit, for the filing 
_ of reports, and the like, constitute a not unimportant source of state 
revenue in addition to premium or other taxes. 

Very few states have passed income tax laws, hence the problem 
of direct taxation, by the states, of an individual’s insurance pre- 
miums or the value of matured policies does not often arise. The 
Massachusetts income tax law makes no reference to life insurance 
_ funds. The Wisconsin law allows as deductions from the taxable in- 
of individuals “allinsurance . . . . received in payment 
of a death claim by an insurance company” but holds endowments 
or other insurance paid to the insured during his lifetime to be tax- 
able on the excess received over the amount paid forinsurance. The 
inheritance tax- law of Wisconsin, however, states that insurance 
payable on the death of any person shall be considered a part of his 
estate for the purposes of the tax and shall be taxable to the persons 
entitled thereto. A direct application of the principle of taxing all 
surplus above current necessities of life and mimimum insurance 
needs is difficult with these laws. While the Wisconsin legislature 
has apparently considered the question of exemption in case of life 
insurance funds, this consideration has not been based on an ade- 
quate comprehension of the issues involved. 

State taxes on life insurance funds were thus assessed, in the 
beginning, apparently for the sole purpose of paying the cost of 
supervising life insurance corporations. Had their scope never been 
extended beyond this point it is doubtful if the agitation against life 
insurance taxation would have occurred. But the huge assets of the 


* These facts are taken from an article by James M. Craig in Transactions 
Actuarial Society of America, 16: 1-7. 
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companies have been an open book, and the objections raised by 
insurance officials have not had sufficient political effect to be heeded. 
Hence the tendency to increase these assessments has continued to 
the present time, and life insurance companies are paying annually 
to the state governments large sums of money for general govern- 
mental purposes. 

Federal taxes. The present federal income tax law was passed 
in September, 1916. Its method of taxing individuals and corpora- 
tions best shows the extent to which revenue authorities have 
grasped the significance of the problem of dependency and old age 
provision with reference to the imposition of a tax. That portion of 
the federal law which refers to life insurance companies provides that 
“there shall be levied . . . . upon the total net income re- 
ceived . . . . in the preceding calendar year . . . . by 
every . . . . insurance company .. . . a tax of two 
per centum upon such income.” “Net income’”’ is ascertained, in 
the case of a life insurance company, by deducting from the gross 
income from all sources (1) all ordinary and necessary expenses; 
(2) all losses (this item including funds necessary to satisfy reserve 
requirements, and sums paid during the year on policy and annuity 
contracts); (3) dividends paid or credited to individual policy- 
holders; and (4) taxes “imposed by the authority of the United 
_ States, or its territories, or possessions, or any foreign country, or 
ie ot. under the authority of any state, county, school district or munici- 
_ pality”’ except those assessed against local benefits. Here is a tax 
imposed by federal authority for general government purposes on 


the net income of life insurance corporations, a definite recognition 
of the fact that the assets of these companies represent funds in ex- 


cess of the minimum requirements for life insurance and old age 
; provision for their individual policyholders. So long as companies 
___ issue policies for large amounts, aggregating thousands of dollars, to 
* _ single individuals they may expect that no defense against the im- 
_ position of such a tax will be sustained. Should they limit the size 
of their contracts as do fraternal companies they could sustain an 
excellent plea for exemption from the provisions of the corporation 
_ tax. So far as is known to the writer, the life insurance companies 
did not oppose serious objections to the imposition of this tax. 
af Section 407 of the 1916 Act imposes an excise tax on ‘‘every cor- 
poration, joint stock company or association . . . . organized 
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in the United States for profit and having a capital stock repre- 
sented by shares, and every insurance company . . . . organized 
under the laws of the United States . . . . equivalent to 50 cents 
for each $1,000 of the fair value of its capital stock, and in estimating 
the value of capital stock the surplus and undivided profits shall be 
- ineluded.”” An exemption of $99,000 is allowed from the capital 
stock as above defined. This paragraph further states that ‘every 
corporation, joint-stock company or association, or insurance 
company . . . . organized for profit under the laws of any 
_ foreign country and engaged in business in the United States’’ shall 
_ likewise pay an excise tax. It is clear that a mutual life insurance 
- company organized in a foreign country is exempt from the provi- 
sions of this tax, but it is not equally clear that a mutual company 
organized in the United States is so exempt; for the section 
quoted, referring to domestic companies reads “‘ Every corporation 
ats organized for profit, . . . . and every insurance 
company.’ The tax on domestic companies, however, is upon “the 
fair average value of the capital stock,’’ and not upon surplus and 
undivided profits. It is difficult to see, therefore, how mutual 
life insurance companies can be taxed under this section. The ex- 
cise tax, in this case, is assessed on profits available to stockholders. 
Incidentally, this tax may accelerate the movement for the mutual- 

_ ization of all life insurance. 

The federal tax on individuals applies to all incomes above 
$3,000, or in the case of married persons, $4,000. The statute ought 
to grant a further exemption of income used for the purchase of 
insurance or old age protection, but apparently Congress did not 
consider the matter. It seems strange that, with all the pressure 

brought to bear on Congress by life insurance interests prior to the 
passage of the 1913 law, this important provision was not included. 
Here, if anywhere, was the opportunity, by a proper exemption, to 
offer the greatest encouragement to individuals to make provision 
for insurance needs. But Congress missed its opportunity both in 
- 1913 and in 1916. In contrast, one of the conspicuous features of 
the English income tax law grants exemption of income to the amount 
of £100 if spent on life insurance and annuities. 
Special consideration is given to life insurance funds by the 
income tax law in the paragraph exempting from the tax “the pro- 
ceeds of life insurance policies paid to individual beneficiaries upon 
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the death of the insured” and “the amount received by the insured, 
as a return of premium or premiums paid by him under life insur- 
~ ance, endowment, or annuity contracts, either during the term or at 
the maturity of the term . . . . or upon the surrender of the 
contract.”’ The latter of the two quotations represents a change 
from the law of 1913 which exempted “payments made by, or 
credited to the insured, on life insurance, endowment, or annuity 
contracts, upon the return thereof to the insured at the maturity 
of the term mentioned in the contract, or upon surrender of the 
— contract.’’ The sections quoted apparently intend to exempt from 
taxation all life insurance paid to beneficiaries at the death of the 
insured; and all insurance endowments or annuities paid to the 
insured, in so far as the latter represent a ‘‘return of premium or 
_ premiums.” Another section of the law states that ‘All persons, 
firms, . . . . and insurance companies . . . . having 


rs the control, . . . . or payment of interest, . . . . an- 
nuities . . . . or other fixed or determinable annual or peri- 
odical gains, profits and income of another person, exceeding $3,000 
for any taxable year ... . are .. . . required to 


deduct, and withhold . . . . such sum as will be sufficient to 
pay the normal tax imposed.” The question now arises whether an 
annuity exceeding $3,000 to a single person, or an installment pay- 
ment of like amount, is subject to income tax before payment. 
The 1916 law must be interpreted largely on the basis of the rulings 
made by the Treasury Department under the law of 1913, since the 
first returns under the new statute are not due until March 1, 1917. 
In reply to inquiries concerning the taxation of gold bonds, contin- 
- uous installment contracts, and ordinary policies settled under op- 
tions 2 and 3 of the New York contract the revenue authorities 


contract are held not to be taxable in the hands of the beneficiaries, 
hence in the payment of such proceeds, whether the same be in a 
lump sum or in installments, at the.death of the insured, on a ma- 
_ tured policy or as annuities, no withholding of the tax is required.”’ 
A later ruling of the Treasury Department (T. D. No. 2152, Feb. 12, 

1913) states that “The amount paid under a life insurance, endow- 
: * Quoted from an article by John 8. Thompson on “Income Tax on Annuities” 


- In Transactions Actuarial Society of America, 16: 95-108. The reader is referred 
especially to this paper for a full discussion of the rulings. + ela 
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7 - ment, or annuity contract is not income when returned to the person 

making the contract’ either upon the maturity or the surrender of 
the contract; but the amount by which the sum received exceeds 
the sum paid and coming into the hands of the person making the 

contract and payment is income.” 

' The writer, being in doubt as to the interpretation of these 
_ rulings, addressed an inquiry to the Commissioner of Internal Reve- 
nue and received the following reply on January 11, 1917: wien 


The Federal Income Tax Law of September 8, 1916 does not impose he 

a tax on the proceeds of a life insurance policy paid, on the death of the nt, : 

insured, to an individual beneficiary, whether paid as a lump sum or in 

4 installments. 

7 In a case where, under the terms of an endowment, or other form of ~T 
a life insurance policy, the insured receives upon maturity of the contract 

the face value of the policy with or without accumulations, the difference _ 

between this amount, plus all other amounts of income received on the 

- policy during its life, and the aggregate amount of premiums paid, consti- 

tutes taxable income which should be included in any personal return the 

individual may be required to render for the year during which the final 

proceeds of the policy are received. 
If under the terms of a matured insurance policy, the insured re- 
ceives annual payments of income, they need not be returned for Federal 


T income tax purposes until the aggregate amount of such payments 
oe. received equals the amount of premiums paid. Inshort,theamountby 
7 r which the proceeds received by the insured on a life insurance policy wate 
7 exceeds the actual cost of a policy to him constitutes taxable income in ae” 


; his hands. 


According to these decisions, insurance, endowment or annuity 
contracts paid to beneficiaries upon the death of the insured are not 
_ taxed at all, no matter whether paid in a lump sum, in installments, 
or as a life annuity; but like contracts paid to the insured are taxed 
on the amounts received in excess of the purchase money. Thus, an 
annuity for $10,000 purchased at a cost of $100,000 by a person for 
himself is not taxed until after ten payments of $10,000 have been 
made. Thereafter, it is taxed as any other income of $10,000. An 
endowment for $100,000 face value enables the company to pay the 
insured ten annual installments of $11,300. No tax is assessed 
against these installments until the insured has received $100,000 in 
full; the remaining payments are taxed the same as other income. 

It was for the inclusion of these paragraphs in the law, exempt- 
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Tax 

ing the proceeds of life insurance policies from the income tax, that 
the insurance companies fought so hardin 1913. Of the desirability 
of exempting such proceeds from the tax, when paid in a lump sum in 
full settlement of the contract there can be no question. As previ- 

- ously stated, this fund should be taxed only as an inheritance. But 
ye for the illogical distinctions between policies paid to the insured and 
___ policies paid to beneficiaries; or between income representing a re- 
ae payment of purchase money and income beyond this amount, in the 
ease of installments or annuities, there is not adequate justification. 
The distinction that requires emphasis is between small incomes and 
large; between the income that just satisfies the demands of a de- 
cent standard of living, and the income far in excess of this amount. 
_ Relief granted from the income tax should not be a means of escape 
from taxation by persons of great wealth; but under the present 
law, as interpreted, it is just that. It matters not how great the 
amount of the annuity, if paid to a beneficiary it is not taxed; and 
_ if paid to the insured it escapes taxation for a number of years. An 
_ annuity is an income for life; it involves, in the words of an English 
court,’ “the conversion of capital into income and reasonably 
enough, when the buyer places himself in that position the Act taxes 
him; he is taken at his word, he has got an income secured in the way 
mentioned.’’ Such might better be the interpretation of the Ameri- 
ean Act. The claim for the exemption of insurance funds from in- 
come taxation is based on the eminently just grounds that adequate 
provision for necessary insurance needs should be encouraged. Let 
the law not then be used as a means of evasion by those who “have 
_ ability to pay.’”’ In their eagerness to grant necessary and proper 
relief to policyholders, life insurance officials have been caught in 
_ @ dangerous position by this provision of the law. Their only 
“> _ safety lies in a thorough analysis of necessary life insurance needs 
anil _ and in a demand that special consideration be given to persons whd 
meet those needs by the expenditure of their personal incomes. 
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SUMMARY OF FEDERAL AND STATE TAXATION 


! The federal tax law thus has its weakness and its strength in 
_ the way it meets the requirements of a scientific tax on life insurance 
funds. The tax on the income of life insurance corporations is 


bi * Secretary of State for India v. Seoble (1903) 4 Tax Cas. 622, per Mathew, 
_L. J., quoted in Pratt and Redman’s Income Taz Law (ed. 1916), p. 156. iS we 
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based on the indisputable fact that their assets reflect, in the case 
of many policyholders, more than a liberal minimum provision for 
life insurance needs; the excise tax is levied only on the capital 
_ stock of corporations for profit, and does not affect purely mutual 
companies. From neither of these levies is there any logical escape. 
The income tax on individuals presents the weak side of the law in 
its most pronounced form. It offers no relief from the tax for in- 
come spent on insurance and annuities and thereby fails to give 
desirable encouragement for supplying these socially important 
needs; and io the relief which it grants to persons in receipt of the 
proceeds of insurance policies it violates the necessary distinction 
between large and small incomes, and opens the way for evasion 
of taxation by persons of wealth who invest large sums in insurance 
or annuity contracts. 
State taxes are equally unscientific in their incidence on life 
insurance. The easy solution, to allow the states to collect taxes 
equal to the cost of supervision and to retain all general taxation 
for the federal government, neglects the fact that the states are 
already taxing the companies in amounts far greater than the cost of 
supervision, that they will not relinquish their present hold on the 
companies, and that they are performing general governmental 
_. functions in only lesser degree than the federal government. It 
: nal ee would be desirable, were it possible, for the states to confine license, 
ss premium and asset taxation to the payment of supervision costs and 
use income and inheritance taxes for geneval taxation purposes. 
“| This would give greater opportunity than exists under the present 
system to introduce scientific tax methods. tg 


~ Tue TaxaTION OF Lire INSURANCE IN ENGLAND 
fs English practice in the taxation of incomes furnishes points of 


contrast and points of similarity to the situation in the United 
States. Life insurance companies in England are taxed upon their 
“profits or gains’’ and these may be assessed upon “trade profits”’ or 
upon interest on investments. The Crown has the right to elect 
under which method to assess, and usually selects the latter as most 
profitable because of the large reserves held. The assessment on 
_ trade profits is, of course, possible only with stock companies, since 
the members of mutual companies do not trade between themselves. 
Trade profits may include the dividends paid on participating poli- 
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cies, but where the tax is levied on the investment income of a mutual 
company no part of the surplus accruing from premiums is taxable 
(Last v. London Assur. Corp’n 1885, 10 App. Cas. 438; Equit. 
Life Assur. Soc. of U. 8. v. Bishop 1900, 1 Q. B. 177; New York Life 

Ins. Co. v. Styles 1889, 14 App. Cas. 381). The English method of 
taxing the income of companies is thus similar to the American, with — 
the exception that the latter does not tax dividends in any case. 4 

The English law furnishes its great contrast to ours in the | ; 
method of taxing individual incomes. In addition to complete 
relief for incomes under £130 and a sliding scale tax for incomes from 
£130 to £700, an allowance is made for life insurance premiums. 

It covers annual premiums paid by the insured for insurance or 
deferred annuities on his life or the life of his wife; and the annual © 
sums paid by a person or deducted from his salary under any act | 
of Parliament for a deferred annuity for his widow or for provision 
for children after his death. Three limits are set to the amount 
of income thus exempt from tax—premiums up to one-sixth of his 
income; premiums up to seven per cent of the sum insured; and 
premiums not totalling more than £100. The last two limitations 

* form part of the Finance Act of 1915. With complete personal 
exemption for all incomes up to £130, the English Act thus allows 
additional relief to £100, if spent on necessary life insurance pro- 
tection. The method of relating this relief to needs (covering pro- 
tection to self, wife or dependent children) is noteworthy. Were 
the American Act to do the equivalent, on the basis of the $4,000 — 

exemption for married men, it would enable them to spend nearly © 
$3,100 more in insurance premiums before they were taxed. 

The term “annuity” is used with many different meanings in 
the English Act and in court decisions. Thus annuities purchased 
are distinguished from annuities by will or settlement, or annuities in 
the nature of a pension. The latter two classes are taxed to their © 
full amount as income. The word “annuity” in the former case 
is sometimes used in an ambiguous sense: it may represent the re- _ 

payment of a debt by installments, or the conversion of capital — 
into income. Ina much quoted decision in which this distinction 
is made, this statement appears: “An annuity, in the ordinary sense 
of the word, means the purchase of anincome. It generally involves 
the conversion of capital into income, and reasonably enough, when — 
the buyer places himself in that position the act taxes him; he is _ 
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taken at his word, he has got an income secured in the way men- 
tioned.”’® This decision unquestionably covers annuities pur- 
chased from life insurance companies, and in conformity with it, 
such annuities are taxed in England in the same way as other 
income. 

In its taxation of personal incomes the English law thus stands 
in striking contrast to our own; for it allows the holders of large 
annuity contracts no opportunity to evade their just share of tax 
burdens, and it tends to encourage the purchase of insurance pro- 
tection by those who need it. 

* Secretary of State for India v. Scoble 1903, 4 Tax Cas. 622, quoted from 
Pratt & Redman’s Jncome Tax Law (ed. 1916), p. 156. . 
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By Bruce D. Mupcerr, Px. D., 
Instructor 


YE ARS OF PROGRESS IN DISABILIT 


PROTECTION 


Instructor in Insurance, Wharton School of Finance and Commerce, a 
University of Pennsylvania. 


The disability clause furnishes one of the most astonishing 
developments of recent life insurance history. Its phenomenal 
suecess is indicative of a service rendered to policyholders of such 
real value that it cannot lightly be disregarded. It is perfectly true 
that novelties enter the life insurance contract, and the disability 
clause has been one; but many of the most substantial provisions of 
that contract have at some time been novelties. That they have 
endured proves them to have been of real worth. If this be the 
character of the disability clause, there must be a definite need for 
the protection it offers and it will be perfected until the insurance 
it furnishes is adequate. As a policy “trimming,” its coverage has 
been more or less haphazard; in its more recent developments, 
however, there is discernible a tendency to make a sound insurance 
measure of it. 

The risk of disability is just as real and the consequences of its 
occurrence may be as disastrous as death or old age. No man fully 
conscious of the hazards of life can safely undertake responsibilities 
which it will require years of income earning to satisfy without 
making provision by life insurance for the cessation of that income 
at his death, just as no sane man would think of operating a large 
industrial plant without fire insurance. Expressed in terms of its 
consequences, therefore, the hazard he faces is cessation of income. 
Now, income may stop because of death or old age; and it may also 
stop because of permanent and total disability. Still other disasters 
might overtake one and cause a cessation of earning power. For 
instance, there is sickness or unemployment. But because the 
last two are temporary in character they do not have the same © 
importance as a catastrophe from which there is no recovery. 

Since, then, the regular life insurance contract furnishes pro- 
tection against the cessation of income through death or old age, 
the proceeds of life insurance should be available only when these 
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hazards occur, granted there is the necessary connection between 
needs to be satisfied and the amount of insurance carried. Disabil- 
ity protection to be adequate, therefore, should not encroach upon 
the “death fund,”’ but should fill the income gap between the time 
of disability and the time of death. That protection of this nature 
is not furnished in any way outside of the life insurance contract is 
well known. The personal accident insurance companies give 
total disability protection but, with few exceptions, it is given in 
one-year term contracts, renewable only at the option of the insurer. 
A greater objection to these contracts is the fact that to obtain the 
required protection against loss of income by total disability it is 
necessary to purchase so many “trimmings” that the contract 
becomes top-heavy. With permanent disability protection there 
goes protection against death and against all sorts of temporary ills, 
many of them important, to be sure. The death coverage is a 
duplicate of the life insurance protection and the temporary dis- 
abilities are not in a class with the important permanent ones. 
Hence it is not surprising that the disability clause, which first ap- 
peared as a frill in the life insurance contract, has begun gradually 
to lose its decorative character and to take on the appearance of a 
real insurance measure. 

The developments of the last five years are little short of 
phenomenal. The writer made a previous study of the disability 
clause, based on contracts used in 1912,' which on the whole 
revealed tendencies of growth, but which in far too many cases 
revealed conditions uncomplimentary to life insurance. Many 
clauses were frankly adopted as talking points for agents; some 
were trimmings of such filmy character as to appear to offer much 
but give little; and a few, under the guise of benefits, actually took 
from the insured what was rightfully his at death. 

In this short period of five years no less than twenty-six com- 
panies have revised their clauses, almost without exception for the 
better; and forty-seven entirely new clauses have entered the field. 
Of the latter, twelve are from companies organized since January 1, 
1912, eight from those organized prior to 1870. That old, long 
established companies introduce the clause indicates that it has 


1“The total Disability Provision in American Life Insurance Contracts,” 


Supplement to The Annals of The American Academy of Political and Social Science, 


May, 1915. 
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value, otherwise they could meet competition without it. Some of 
the older companies have adopted it reluctantly, and only after 
great pressure from their agency force. 

The character of the new clauses and of the changes made in 
the older clauses is indicative of the direction of development, and 
the tendency in both cases has been toward greater liberality to the 
insured, and greater conformity to standards of practice generally 


In the discussions of the disability clause among actuaries there © 7 


has been general agreement that available data for the measurement 

of the risk was trustworthy to age sixty, and the majority of the 
older clauses gave benefits only for disability occurring prior to that 

age. Among recent changes, two companies-have reduced their age a 
limit from sixty-five and seventy, respectively, to sixty; while — 
another has raised the limit from fifty-five to sixty. In one case an 

age limit of eighty was removed and benefits allowed for disability 

at any time. Of the forty-seven new clauses, forty-four fix the age < 1. 
limit at sixty. 


THe DEFINITION OF DISABILITY 


De 


The scope of the term “‘disability”’ is all important with refer- 
ence to the coverage furnished by the clause. Disability may be 

defined with reference to one’s occupation or with reference to the 
cause which produces it. In the previous study referred to it was 
stated that no clause defines disability with reference to the occupa- | 
tion of the insured; but in order to obtain benefits one must be so | 
incapacitated as to be unable to perform the duties of any occupa- 
tion. No exception to this rule yet exists. One is inclined, how- 
ever, on considering the causes of disability, to conclude that most — 
disability which prevents the performance of the duties of one occu- 
pation will equally prevent the performance of any work whatever; 
for the large majority of cases are caused by tuberculosis, insanity, 
paralysis, cancer and accident. In this connection, recently pub- 
lished experience on the first 390 cases approved by the New York 
Life Insurance Company is interesting: * 


Quoted from The Speciator, Nov. 9, 1916, p. 67, 
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Cause or DISABILITY NomBER or Cases 


Tuberculosis 165 
modi 


Heart trouble 7 


If it be true that disability with reference to one occupation 
will be disability with reference to all occupations in most cases, the 
risk is well covered by the present clauses. Furthermore, the added 
cost of covering the broader definition will be slight and it may be 
expected that clauses will be so issued as soon as the companies have 
had sufficient experience to justify the truth of the assumption. 

The majority of clauses existing prior to 1912 covered disability 
caused by “bodily injury or disease”’ or “from any cause whatso- 
ever.’ Fifteen cases of narrower scope were found at that time. 
Of these one has since joined the majority. Of the forty-seven new 
clauses but three have restricted their definitions, two of them 
making an exception of insanity. The data above show its impor- 
tance. The third company covers total disability arising from a few 
specially enumerated cases of accident. While even three excep- 
tions are to be regretted, they represent but 6 per cent of the new 
clauses as compared with 12 per cent of the clauses in 1912. 

A restriction of different character in the scope of disability has 
recently appeared in five cases, in the refusal to give benefits for 
disability due to military or naval service in time of war. It may 
even seem surprising that it has not appeared oftener, in view of the 


Among — most commendatory changes that have occurred 
in the last five years in disability clauses, the gradual liberalizing 
of the benefits granted is easily of first importance. There seems 
to have been a very definite growth in conception of the purpose of — 
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the clause in the life insurance contract. Starting with the idea 


that disability would cause a cessation of earning power and thus 
possibly compel the lapse of insurance that is carried by yearly pay- 


ments from income, attention was first directed to a benefit that _ 


would keep the insurance in force. The waiver of premiums, or 
their payment by the company during the period of total and per- 
manent disability, was the result. But it was soon apparent that 
this worthy end was not sufficient, that it did not replace the lost 
earning power of the insured. So the next modification came, in 
the form of immediate maturity of his policy upon the occurrence 
of disability, instead of requiring him to wait till death or the end of 
an endowment term to receive its value. Many policies thus mature 
today and are paid to the insured in ten or twenty annual install- 
ments, or even better in some cases in monthly installments over 
the same term of years. 

But even this benefit has not replaced the lost earning power 
of the insured. His insurance is carried for the purpose of satisfying 
his responsibilities to others in case of his premature death and, if 
properly based on such needs, is not intended to supply his own per- _ 
sonal wants while living. It is the same with endowments intended 
_ for old age provision: if they are drawn upon before he reaches the 
- age of retirement, he increases to that extent the possibility of old 
age dependency. So, the protection needed by the insured against 
permanent and total disability, whether it shall be given by the 
disability clause or not, is such as will maintain his insurance in 
force unimpaired, and at the same time will replace his lost income 
_and enable him to supply his personal wants and his continuing 

responsibility to others. Many persons today feel that this is too 


much to expect from the disability clause. While admitting the 


need of such protection, they maintain that the risk is separate and 
- distinct from the life insurance risk and should be covered in a 


separate contract. 


The growing tendency of the last five years is reflected not so 
much in the fact that the third type of benefit is given in three 


clauses but that among the revised clauses as well as the new ones, 


benefits generally have a larger dollars and cents value than they 


had five years ago. An examination of the various changes shows 


this clearly. 
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_ Where the policy is paid in installments after total disability, 


be paid. On the other hand, the company may consider that $1,000 — 
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The waiver of premiums continues as the benefit given in the 
majority of cases. Among the new clauses twenty-five grant it 
alone; thirteen allow choice between it and installment benefits; “1 
four of the old clauses have dropped their installment option and 
offer only the waiver benefit. 

The main question arising here is whether the insured will con- 
tinue to receive dividends in case he has a participating policy. 
Prior to 1912 nine clauses clearly stated that dividends would 
continue after disability. Two of the older clauses have since been 
changed to conform to this practice. Of eighteen new clauses issued 
by participating companies which give the waiver of premiums as a 
separate benefit, six have stated that dividends will continue to be 
paid. This is a remarkably large proportion as compared with 1912. 

Though disability must occur prior to age sixty in order regu- 
larly to obtain full waiver or installment benefits, the insured is not 
always left entirely unprotected thereafter. The company may 
permit the cessation of premium payments by the insured, but hold 
them as a lien against the policy or reduce the amount of insurance 
in force. A few companies followed this practice prior to 1912; 
since then five old and ten new clauses have granted this option. 
The practice of using such premiums to reduce the amount of insur- 
ance in force is more liberal than holding them as a lien against the 
reserve value of the policy. It was followed by one company in~ 
1912; seven do so at the present time. 7 


Payment of the Policy in I nstallments . 


Waiver of Premiums 


the amount of the benefit may be determined in one of two ways. 
The company may consider the policy fully matured for its face 
value, the same as though death had occurred. In this case the 
insured has available, on a $1,000 policy, $1,000 in present cash 
value; if the benefit is payable in ten or twenty installments, 
the amount of each installment will be more than $100 or $50, 
respectively, since the company will give credit for interest earned 
on funds still unpaid. On a 34 per cent interest basis, for instance, 
ten installments of $116 each or twenty installments of $68 each may 
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2 benefits reflects very clearly the liberalizing of these benefits. Three 


- company which gave two-thirds of the sum insured in twenty install- 
_ ments followed by a life annuity has changed to ten. The present 


- miums have now added installment benefits and nineteen of the 


- grant monthly payments of } per cent and 1 per cent of the sum 
insured for two hundred and one hundred months, respectively. 
_ Four companies give a value equivalent to $1,000 cash at the time of 
_ disability. This latter benefit was first introduced by the Traveler’s 


s _ League is significant of the tendency toward more liberal benefits. 


able because of the latitude allowed in selection of the mode of 


settlement options. 
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in all shall be paid and, instead of waiting for death, installments 
may begin at once. Twenty installments of $50 each or ten of $100 © 
may thus be paid. It is apparent, however, that this is equivalent 
to considering the policy matured, not for $1,000 present value, but 
for the present value of $1,000 payable in ten or twenty installments, 
an equivalent of $861 or $736 respectively, on a 3} per cent interest 
basis. If a policy is paid in installments, therefore, the company 
may give a value equivalent to $736 immediate cash, or $861 or 
$1,000. 

The tendency of the changes made since 1912 in installment 


companies have changed their installment benefits; two which 
earlier gave the face value in twenty installments have changed to 
ten; they have replaced a value of $736 with one of $861. One 


value of the installments certain was $491; the value of the annuity is 

undeterminable at present, but from the best evidence is small. The 

value of the new benefit is unquestionably greater than the old. 
Seven clauses which originally granted only the waiver of pre- 


new clauses contain them. Of these twenty-six companies, ten 
grant the twenty installment benefit, ten the ten installments, two 


Insurance Company in October, 1913; the fact that it is now given 
by four other companies, namely, the Prudential, the Union Central, 
the Northern Assurance Company of Michigan and the Protective 


The Prudential and Union Central clauses are especially commend- 


payment. The Prudential benefit may be paid monthly, quarterly, 
semi-annually or annually. The Union Central allows the policy 
to be paid after disability in accordance with the terms of the regular 
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Installment Benefits—Method of Handling Indebtedness 


: The methods of determining the amount of disability benefit 
in case indebtedness exists on the policy likewise, show a tendency 
toward greater liberality. Many of the earlier clauses made no 
reference to indebtedness, some made its repayment a condition 
precedent to the receipt of benefits or barred them entirely; some 
reduced the amount of the installment in the proportion that the 
indebtedness bore to three-fourths of the sum insured. The most 
_ liberal clauses either reduced installments in the proportion that 
indebtedness bore to the entire amount insured, or reduced the 


. ‘a number of installments. In the one case, for instance, the install- 
5 ment would be one-tenth of the amount insured less indebtedness; 
Ls. in the other, one-tenth the amount insured. In the first case ten 
such installments would be paid; in the second they would continue 
j until the payments plus the indebtedness equalled the face value of 
the policy and would necessarily be less then ten full payments. 
” In thirty companies that have introduced or changed the install- 
. ment benefit recently, seven have made no provision for indebted- 


ness; sixteen have followed one of the two especially liberal plans 
described above. . 
| 
Payment of Separate Disability Annuity = 
The acme of disability protection to date has been reached by 
three clauses, those of the Penn Mutual Insurance Company of 
Philadelphia, the Germania Life Insurance Company of New York 
City, and the Equitable Life Insurance Company of Iowa. These 
companies have broken all prior traditions concerning the place of 
the clause in a life insurance contract by giving the insured a straight 
disability annuity and maintaining his jinsurance unimpaired. In 
two cases the annuity is payable monthly and is thus especially fitted 
to the needs of a disabled man whose income is his only source of 
: support. All three clauses waive the payment of premiums upon 
v= the occurrence of disabilty prior to age sixty; the Penn Mutual and 
a the Equitable begin the payment of a monthly annuity equal to 
a one-one hundred and twentieth of the face value of the policy, and 
the Germania annuity is one-tenth of the face value, payable 
annually. 
There are two slight differences in the provisions of these 
clauses. In the event of disability after age sixty the Penn Mutual 
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DISABILITY PROTECTION 
and the Germania allow the premiums to be waived and to reduce 3, 
the amount of insurance in force; the Equitable clause gives no = , 
benefit after this age. In case the disability does not prove to be 
permanent the first two clauses reinstate the policy without deduc- 
tions upon the resumption of premium payments; the Equitable 
clause reduces the face of the policy by the amount of disability 
payments made and reduces the future premiums proportionately. 

The commendation which these three clauses deserve cannot be 
stated too highly. They furnish the first instance where a man 
may obtain complete protection against the risk of total and perma- 
nent disability, in the same sense that the life contract gives com-— 
plete protection against death. The earlier study referred to ia 
these pages was closed by expressing the hope that some life insur- 
ance company would put a disability clause on the market which 
was a real selling feature, and which would meet competition 
because of its intrinsic merit as an insurance measure. That hope 
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Be The Atlantic Life Insurance Company. 


In point of assets employed life insurance is the fourth largest 
business in the United States; and in amount of its contractural 
obligations it far exceeds any other business. In point of impor- 
tance and beneficence to the country’s population, it affects more 
individuals and a greater number of families than any other business. 
The spirit of altruism enters into it more largely than any other busi- 
ness, and yet it is the safest and its contracts are the soundest. 

Life insurance is established upon fundamental principles ex- 
pressed in mathematical formulae as intricate and exact as those 
used in scientific engineering. Although its product is standardized 
and competition as to price is almost eliminated, the demand for it 
must be created. For this purpose a field force of solicitors, men 
who go to other men to sell them insurance, is indispensable. The 
figures for 1916 are not available, but 185,750 life insurance sales- 
men were licensed in 1915. Is it not of vital importance that the 
biggest and best business in the country should be represented by 
men of the highest character? And is it not an impelling duty of 
those who direct that business to do all in their power to elevate the 
character and develop the efficiency of its representatives in the 
field? What type of men then should these solicitors be? And how 
should they conduct their work? Vd)” 2am 7 


CHARACTERISTICS OF AN IDEAL SALESMAN 


The character of a salesman is largely determined -by the char- 
acter of the business he represents. No argument is necessary to 
establish that life insurance is a science and that work in life insur- 
ance, whether in the office or field, is the practice of a profession. 
Evidently in the pursuit of a science and the practice of a profession 
a high class of man is necessary; and if in either office or field a 
higher type is needed, more in the one place than in the other, pref- 
erence in the assignment should be given the field. The most 
apparent reason for this distinction is that the field man comes in 
contact with the public, personifies the company to them, and 
150 
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consequently his acts in effect are the company’s and his reputation 


the company’s also. 
‘The ideal life insurance agent has been sketched in theory so 


here. In general, he should know the principles underlying life in- — 7 
surance: he should understand the construction of the mortality 
tables; the necessity for a reserve, and the difference between prelimi- 
nary term, select and ultimate, and full terminal reserve; the relation — 

of net premium and compound interest to this fund; the elemental | 
parts of a gross premium; and the distinction between pure endow- 
ments, annuities, whole life insurance, term insurance, and endow- | 
ment insurance. He should be familiar with the history of life 
insurance: the beginning of the business, and its development from a ; 
speculative phase to a legitimate business; the failure of assessment 
associations; the unsoundness of all insurance schemes not based on a - 
the maintenance of adequate reserves; the present enormity of the __ 
business; and the opportunities for its future development. He 
should have a fair knowledge of the law of insurance, particularly 
regarding contracts and agency, and should acquaint himself, asfar | ; 
as possible, with the insurance statutes and the rulings of the insur- ee 
ance department of his state. He should have accurate knowledge a 
of his own company—its assets, surplus fund, amount of insurance _ 

in force, and disposition in dealings with policyholders—in short, _ 
have accurate knowledge of all its strong points and the ability to 
answer any adverse criticism which may be directed against it. 

It is also important that he should inform himself as far as possible 
about other companies with which he will come in competition. 
Most essential is an intimate familiarity with the various policy 
contracts of his company and with each clause and provision con- 
tained therein, and an unfailing ability to determine his prospect’s " 


needs with a view to fitting the contract to him, both as regards 
the prospect’s own personal condition and the requirements of the By _ 
beneficiary. Here again a knowledge of the contracts of competing 
companies is necessary. 
The foregoing knowledge or information is what the ideal agent 

will use in selling insurance, but if he does not use it properly, the 
effectiveness of the result is seriously impaired. Hence the ideal — 
agent should have other qualifications. He should have pleasant 

address, engaging manners, tact, consideration for the business and ~ 
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time of others, and the faculty for creating a condition of mutual 
human interest between himself and his prospects. He should 
establish in his community a reputation for civic pride, public spirit, 
and neighborliness in order that he may command respect and 
attention. Above all, he must be a firm believer in the necessity 
for life insurance, in the application of it to a variety of needs, in 
the unending good it does and can do, and in his own sacred mission 
in persuading as many people as he can to become insured. 

No one will claim that insurance would prosper if none other 
than such men as filled the foregoing requirements were licensed as 
agents, because there would be so few of them. But, on the other 
hand, no one will deny that, if men of this class could be gotten in 
sufficient numbers, life insurance would soon be the most venerated 
institution of man’s making, and the most potent factor in hastening 
universal economic independence. 


* PART-TIME vs. FULL-TIME MEN 


It should be borne in mind that this sketch is of the ideal agent; 
but it is by no means necessary that a solicitor should be so 
thoroughly trained along technical lines or so fully furnished with 
historical information to become a successful solicitor and render 
efficient service both to his company and the public. No argument 
. seems necessary, however, to show that the continual elevation of 
the agent’s standard is desirable; but argument has always been 
necessary to show that each individual agent, if he would contribute 
to the raising of the standard, should give his whole time and at- 
tention to the business. This brings up the question of the whole- 
time versus the part-time agent. A modern and eminently prac- 
tical angle from which to compare these two classes of agents, say 
the champions of the full-time man, is that of service. When great 
mercantile concerns have reduced prices to show a minimum of 
profit, have improved quality to the limit of ingenuity, have done 
all to put their products ahead of their competitors and still need 
a further bid for popular approval, they develop their capacity to 
serve their customers with a variety of concessions and accommo- 
dations. Needless to say, their salesmen are full-time men. How 
much more important, it is argued, that a business dealing in such 
a vital commodity as life insurance should serve its customers in 
the most efficient manner. A misrepresentation, a delay in the 
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delivery of a policy, the inability to advise correctly, or absorption 
in some line of work other than life insurance on the part of the 
agent, may work much hardship on an applicant or policyholder 
and may prejudice an entire neighborhood against the institution 
of insurance. 

On the other hand, there are those who agree in the responsi- 
bility placed upon the insurance agent, and concede the dependence 
of the public upon him, but, for that very reason, argue that no 
one should be denied a license to solicit. They contend that every _ 
agent who does anything at all does just that much towards the f 
furtherance of life insurance education and the increase of the 
amount of insurance in force. 

Such lines of reasoning, of course, devolve finally into personal pe 
opinions, and it seems that personal opinions constitute the bulk of - 
authority on this subject. With this limitation of reference in mind, 

a circular letter was prepared and sent to a selected list of pe 
agents for the purpose of collecting as many individual opinions 
as possible on what were deemed the most important phases of 
the part-time agent problem. Eighty-two answers were received, 
seventy-two of which were usable. These came from twenty-five 
states, the District of Columbia, and Canada, and were received — 
from the representatives of twenty-four insurance companies. 

The first question asked was: Do you appoint part-time agents? 
Seventy-one answered this question, fifty-two by “yes” and nine- | 
teen by ‘‘no,”’ thus showing a rather strong minority of over 28 per — 
cent who do not favor the appointment of part-time men. 

Question number two was: If so [if you appoint part-time 
agents], about what proportion of your force do they comprise? — 
Forty-two answered this question, and the proportion ran from 2 | 
per cent as a minimum to as high as 90 per cent in one case. Not 
knowing the number of men in each agency, it is difficult to compile | 
significant ratios. But, for the sake of illustration, if the agencies _ 
averaged twenty men each, the ratio of part-time to whole-time men 
in the forty-two agencies responding is eight to twenty. 

The third question was: And if so [same condition] about what 
proportion of business in your agency do they produce? Forty-two 
answered, showing a variation of from 2 per cent to 70 per cent. 
Again, a significant deduction is difficult, but, supposing that each _ 
of the twenty agents in an agency produced $50,000 of business, the — 
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ratio of the business produced by part-time men to that produced 
by full-time men is $190 to $1,000. Combining the answers to 
questions two and three, 40 per cent of the agency force produced | 
19 per cent of the business. 

Question four was: Is the renewal experience of the insurance 
written by them satisfactory? Above or below normal? Out of fifty- 
two answers to this query, forty-two claimed that the business 
written by part-time men renewed normally or above normal; 
while nine contended that it renewed below normal. 

The fifth question was: Have a considerable number of your 
good agents developed from part-time men? Fifty-seven answered, 
twenty-five in the affirmative and thirty-two in the negative. ' 

In answer to the sixth question: Do you consider the part-time 
agent a help or a hindrance in bringing about a pleasanter relationship 
between agent and policyholder? Twenty-six considered him a help 
and twenty-four a hindrance. A noticeable number considered 
him a help in country districts and a hindrance in metropolitan 
districts. These replies are not included in the above fifty. 

The last question was: If the part-time man constitutes a prob- 
lem in your territory, what solution do you recommend? Nine replies 
were written in such a general way that they hardly lend themselves 
to collation. Forty-six replies, however, specifically recommended 
a definite thing: seven favor the appointment of part-time men as 
apprentices with a definite contractual understanding that they 
will agree at the end of a specified period to accept a full-time con- 
tract or have their part-time contract canceled; seven are for co- 
operation on the part of the companies to appoint only whole-time 
men; fourteen are for an individual determination on the part of the 
general agents absolutely to eliminate part-time men; and sixteen 
are for retaining them in rural districts and discontinuing them in 
urban districts. One very positive reply comes from Oklahoma, 
giving the opinion that the insurance commissioner should have and 
use power to refuse licenses to all but full-time men; and a Massa- 
chusetts agent would like to see the legislature pass a law prohibit- 
sing all but full-time men from selling life insurance and rather ex- 
pects some such action by the next Assembly. 


‘of The answers given are more than significant. Twenty years 
ago the term “ part-time agent’”’ had little or no meaning; everybody 
ts accepted him as a matter of course. He began gaining notoriety 
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_ phatic terms the undesirability of the part-time worker as an in- 
_ surance agent. It is men with such ideas who have injected into . 
_ the answers to these seven questions a tone of dissatisfaction with 


to the value of his service.”’ 


when the public determined to do away with rebating, misrepre- 
sentation, and twisting. It was found that the “‘spotter’’ and the 
“one case’’ man were the greatest offenders along these lines. This 
type has about disappeared, but the fact that nineteen out of seventy-_ 


of part-time men must signify some fundamental objections to the | 
less than full-time agent. . 

Probably their refusal to appoint such men is based upon an ex- 
perience similar to that of a very prominent general agent who has — 
calculated that the agents he has appointed during his career have 
cost him an amount which, divided by the number of producing © 
agents finally developed, makes these producing agents represent 
an average investment of $3,000. Certainly, the part-time man 
if the general agent spends time and money upon him, becomes a 
permanent investment, and if he leaves the company he yields no 
dividends on the investment and takes with him the hope of the | 
repayment of principal invested. Another prominent general agent, 
writing in the Western Underwriter under date of November 11, 
1915, says in part: 

We do not license bank officers or clerks, as aight oanan, because we 


believe: 


First, that it is against modern methods in business. 

Second, that the practice is unbusinesslike. 

Third, that no banker can act as a life insurance agent and take a commission 
upon a life insurance transaction without in every such instance being unethical 
and in all too many cases, absolutely abusing a confidential relation. ‘ 


These reasons deal with what is considered a high type of part- 
time men and is the more impressive on that account. Many ad- 
dresses have been made at agency conventions, and many articles — . 
have been published in insurance journals expressing in most em- 


part-time men. Strong voices are raised in protest, however, 
against discrimination in favor of the full-time agent. A very 
judicial article in the Western Underwriter of October 21, 1915, 
works out as its theme: “ Every man aiding in procuring an appli- 
cation participates in the earning and should be paid in proportion 
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The drift of opinion among general agents was probably accu- 
rately expressed in a personal interview with a North Carolina 
general agent who said in substance, “So long as other agents are 
appointing part-time men in my territory, I cannot afford to take a 
stand myself. The only way to eliminate part-time men is for all 
the general agents in any given district to enter into an agreement 
not to appoint such men as agents.”’ 

Conventions and meetings of various life underwriters’ asso- 
ciations have staged acrimonious debates regarding the part-time 
agent, which have resulted in many cases in resolutions being passed 
and recorded against the employment of the part-time man. It 
would be hard to escape the conclusion that the trend of feeling 
among general agents is distinctly against the man who does not 
devote his entire time and energies to insurance, the notable ex- 
ception being the local representative in a sparsely settled country 
district. 


Tue ATTiTUDE OF THE STATES ” 


ance departments of all the states. In this instance, also, the 
response was most gratifying. Forty replies were received, and in 
several cases copies of statutes, court decisions, and clippings ac- 
companied the letters. 

To the first question: Do the statutes of your state prohibit the 
licensing of part-time agents or restrict their activities in any way? 
thirty-nine answers were received, one in the affirmative and thirty- 
eight in the negative, the one exception being Missouri. 

The second questicn was: Do the statutes give the head of ihe 
department discretionary power in issuing licenses? Twenty-one 
answered “‘yes,”’ and eighteen ‘‘no.’’ The discretion allowed con- 
sisted, in the majority of cases, in the privilege of refusing a license 
to an applicant who had violated the insurance laws, or, from some 
other cause, had acquired an unsavory reputation in insurance 
circles. No reference is made to any distinction between full- 
and part-time men. 

To question three: Do the statutes provide for the investigation by 
the insurance department of an applicant for an agent’s license? 
ten answers were received in the affirmative and twenty-nine in the 
negative. The investigations provided for ranged from a perfectly 


Circular letters were also addressed to the heads of the ineur- 
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routine set of interrogatories in connection with the application for 
license signed by the company only, to a more searching inquiry to 
be signed by the prospective agent and countersigned by the appli- 
cant company by way of endorsement. 

To the fourth question: Jf not, do they require a certification of 
character from the company the agent purposes representing? thirty- 
four answers were received, six answering “‘yes’’ and twenty ‘‘no.”’ 
But several of those answering ‘“‘yes’’ were states in which the in- | 
surance department as well investigated the applicant. In other | 
words, the departments investigate through the companies. 

Question five, with one exception, was answered in the negative. 
[t was: Do the statutes in any other way refer to part-time agents? The 


question would have elicited significant replies only if the statutory 


articles referring to part-time men had been given, which, in this 
case, was not done. 

Only six departments out of thirty-two favored the unrestricted 

licensing of part-time agents, as was brought out by question six 
which reads: Does your department favor the unrestricted licensing of 
part-time agents? ‘The reason given in one of these cases was that 
it seemed rather partial and even autocratic to force a man to devote 
his whole time to the pursuit of a particular profession or, in event 
of his desiring to devote only a part of his time thereto, to refuse 
him a license altogether. 
By answering “‘yes”’ to question seven: Does your department or 
legislature contemplate taking steps to regulate the part-time agent? 
two departments signified an active interest in the part-time ques- 
tion. In one state an agency qualification law is contemplated, in 
another an agency qualification law is to be recommended to the 
legislature which is convening as this article goes to press. 

From the answers given to these questions, one conclusion, at 
least, stands out prominently: The heads of the insurance depart- 
_ ments do not consider the agency problem one to be settled by them 

through legislative statutes or departmental rulings. This fact has 
_ been forcibly brought out at a number of Insurance Commissioners’ 
_ Conventions where, to every attempt to force the body to commit 

_ itself to some definite expression of opinion and course of action on 
the part-time agent question, the majority of the membership has 
_ always replied that the agency problem, whether whole- or part-time, 

_ Was essentially the companies’ problem, and that it should be set- 
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tled by them on an economic basis and in a spirit of coéperation, 
without legislative assistance. 

This stand of the departments seems justified from a purely 
common-sense as well as from a legal point of view. One of the 
few cases at law ever decided upon the point is William Hansen v. 
North British and Mercantile Insurance Company in the New York 
Court of Appeals. Briefly stated, Hansen sold two policies for the 
company and requested his brokerage commission. ‘The company 
refused him this because he had no brokerage license. The insur- 
ance department, in turn, had refused him a license because the 
statutes provided that a broker could only be licensed when he 
engaged “‘principally in the insurance business’’ or ‘in connection 
with a real estate agency or real estate brokerage business.’’ This 
applicant for a license practiced law as his chief profession. In 
deciding for Hansen, Judge Gray said in part, 

If the legislative act overstepped the limits, within which the legislature 
may regulate and restrict the business pursuits of the citizen, then it was violative 
of the plaintiff's constitutional rights and was inoperative to deprive him of the 
right to his brokerage. 

The appelate division, in the first department, has held the statute to be 
unconstitutional legislation, and I think that we should affirm its determination. 

There is no good reason, and no public interest can, conceivably, be subserved 
in prohibiting persons from conducting the business of an insurance agent or 
broker, in connection with any other lawful business, or occupation in which they 
may be engaged. 


If it is unconstitutional to prohibit the licensing of part-time 
agents, the insurance departments, however, have no such bar to 
recommending to every state an agent’s qualification law which 
would recognize the social importance of the life insurance profes- 
sion and be based upon an appreciation of the peculiar relationship of 
responsibility and trust between the solicitor and the policyholder. 
This law, moreover, would increase its usefulness by requiring care- 
ful investigation of an applicant for an agent’s license and by giving 
the head of the department discretionary power in the issuance of 
licenses. Such machinery would go far towards guaranteeing that 
only life insurance salesmen of average and higher character, ability, 
and purpose would secure licenses. The part-time agent problem 
would then disappear to a large extent, without being directly 


legislated against, because, if part-time men could not meet the 
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requirements, they would not receive licenses. Moreover, if they 
could meet the requirements, there would be little inherently 
wrong with them, and again the problem would be minimized. The 
New York application for an Agent’s Certificate of Authority has 
printed in red upon its face: 


The department requires that there shall accompany each application for an 
Agent’s Certificate of Authority evidence that the company or its representative 
has investigated the qualification of the applicant to act as its agent. A written 
report of such investigation, giving the facts as to the character and experience of 
the applicant, countersigned by the officer who approves the application, must be 
attached hereto. 


; And the department uses its discretion in issuing the license as 
is shown by the following quotation outlining their regular practice: 


The regular practice of this department is to issue such licenses only to men 
who intend devoting their entire time to the business of soliciting life insurance. 
This is a rule of the department which is not varied from excepting in cases where 
applications coming from men who propose to devote only a portion of their time 
to this business are accompanied by the strongest recommendations as to compe- 
tency and trustworthiness, and also by some definite assurances to the effect that 
the applicant intends ultimately to engage exclusively in the business of soliciting 
life insurance, and that his application as a part-time man is made in order to 
enable him to withdraw gradually from his present occupation. 


renewal of license, the truth of their previous statements of purpose 
to become full-time men can be verified. 

ArriruDE OF THE CoMPANIES 


- ; Such an attitude on the part of a department must go far to- 
AS fa: _ towards eliminating part-time agents, because upon application for 


The next point to be considered, and by no means the least im- 
shy portant, is the attitude of the companies themselves towards the 
part-time agent. No attempt has been made in the preparation of 
_ this article to circularize them for this information. The reason for 
omitting to do so was that the majority most probably would have 
replied that the matter was one for settlement by their general 
agents and not by the home office. But can they escape all re- 
ea sponsibility and avoid all embarrassment by such an attitude,— 
- assuming that the problem is embarrassing and involves executive 


4 responsibility? 


In an address delivered at the World’s Salesmanship Congress 
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_ in Detroit, July, 1916, the President of the National Association 
of Life Underwriters estimated that 60,000 agents cancelled their 
i os = with life insurance companies in 1915. In a great many 
cases these were men who had received advances, been paid salaries, 
traveled to the home office at the company’s expense, or involved 
the company in the expense of hunting them up and sending repre- 
sentatives to see them, and, finally, had probably run up rent bills 
and expense accounts. He states that in all cases the company at 
least had to pay for the license, a rate book, and supplies. “The 
president of one of our largest fire insurance companies,”’ he said, 
“valued each fire agent at $250. These 60,000 failures, therefore, 
cost a figure that must be admitted as most conservative—$6,000,- 
000.” “It is a fact,” he asserted in another part of his address, 
“that large numbers of these agents are part-time agents.’’ Thus 
the companies are put to an actual financial loss by part-time agents 
which is far from made up in profits from the first premiums on 
whatever business they may have originated. But in the address 
the largest loss to life insurance through these 60,000 agents is out- 
lined thus: 

Assuming that the failure of each one of these agents adversely advertised 
life insurance as a discouraging business, deterring others from taking it up because 
of their failure, to an average, of four others, kindred and friends, it would mean 
300,000 persons looking discouragingly at life insurance as a business. 

Assuming that each one of these before giving up the business interviewed 
during the average of perhaps one year’s time that these agents were nominally 
under contract, even fifty people, it would mean that 3,000,000 persons, less dupli- 
cations, had life insurance presented to them probably in an ineffective, unin- 
telligent and inexperienced, if not bored method. 


The company, it would seem, therefore, from an executive 
standpoint, has very little reason for wanting part-time agents on 
its books. 

Tue Vinws AND NEEps THE PUBLIC 


Finally, does not the whole problem come back to the insuring — 
public? What do they need? And what do they demand? As 
they become more throughly educated in insurance they require 
more expert salesmanship; they make inquiries which necessitate 
a specialist ’s answer: they demand a quality and quantity of service 
which no part-time man can give. The day is passed when the 
average prospect is taken in blindly by catch phrases and smooth 
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=> talking. He knows today that he is entering into a legal contract 


with a responsible financial institution and he expects the repre- 
sentative of that institution to be in all respects worthy of the com- 
pany he represents, and the contract he recommends. Life insur- 
ance is more and more fitting itself to the complicated requirements 
of present day involved economic life, and the public will not be 
satisfied by the inefficient service that must necessarily be rendered 


CoNCLUSION 


What definite conclusions can be derived from the a 
First, that among general agents there is a decided trend towards 
the ultimate elimination of the part-time agent; second, that the 
heads of the insurance departments, while not attempting any agency 
adjustment through legislative channels, are, nevertheless, in a few 
cases using their discretion in the licensing of part-time men and, 
more frequently, requiring a more or less searching investigation 
of the applicant; third, that the companies themselves are expe- 
riencing annually, through the part-time men, a large direct loss 
and a larger indirect loss; and fourth, that the insuring public have 
arrived at a point where more expert and efficient service than part- 
time men can render, is necessary to enlist their interest and secure 
their patronage. 

In the metropolitan districts, especially in the larger cities, all 
part-time men could be discontinued without seriously affecting the 
volume of production. The field in such districts lends itself 
naturally to intensive soliciting.and can be much more thoroughly 
and efficiently covered by whole time men working without the 
interference of part-time men. The country districts, however, 
are not yet ready for the elimination of the part-time man. He fills 
areal need there. Where, on account of sparse and scattered popu- 
lation, a man devoting all of his time to soliciting would have to 
travel long distances and cover a large territory, thus being unable 
to establish a personal relationship with his policyholders and to 
keep them interested in their insurance, a man, devoting only a part 
of his time to insurance and supplementing with other business to 
fill out his income, could supply the insurance needs of his imme- 
diate community and keep in close personal touch with all his clients. 
As such communities, of course, become more densely populated, 
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their need for part-time men, at best a compromise with temporary 
conditions, disappears. Since by far the greatest bulk of insurance 
is written in the more densely populated communities and since 
these communities are increasing continually in number and extent, 
the supplying of them with full-time insurance agents to the exclu- 
sion of part-time agents is an immediate and constant problem. 
The present investigation furnishes these suggestions for 
definite action toward the solution of the problem: a concerted ac- 
tion on the part of the insurance departments to have agency 
qualification laws passed which will require a searching investi- 
gation to be made of all applicants for licenses, and will 
grant to the heads of the departments discretionary ‘powers in 
the issuance of licenses; a demand by the public upon the in- 
surance companies and their agents for a quality of service to which 
they are justly entitled and which can be furnished only by scien- 
tifically trained experts devoting their whole time to the business; 
and finally a determination by mutual agreement among the several 
insurance companies and the general agents of the companies to 
codperate vigorously in the of part- -time 


perform the work. 
If, as it seems, the gradual elimination of the part-time man is 
a thing to be effected, the insurance departments and the insuring 
public should do their part in hastening this accomplishment. But 
if actual and immediate results are to be obtained, too great stress 
cannot be laid on this final recommendation. The companies and 
their general agents have it in their power to cancel every part-time 
contract at any time they may determine upon. They are pre- 
vented only by lack of coéperative action and by considerations of 
expediency. In the last analysis the ultimate solution of the problem 
must come through and by them. | 
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AMERICAN FIRE WASTE AND ITS PREVENTION 


By FRANKLIN H. WENTWORTH, 
Secretary-Treasurer, National Fire Protection Association. 
, } The European peoples point to the fire waste of America as 


evidence that the American people are the most careless and irre- 
sponsible individuals in the civilized world. This is not a flatter- 
a ing tribute. It behooves us to inquire if the charge be true, and if 
_ so how we may mend our unpleasant reputation. Statistics show 
that in the United States and Canada the fire waste is roughly ten 
Sea" times as much per person as in Europe. This contrast is partly 
explained by the facts that there are more people in Europe upon 

_ whom to figure this percentage and that more buildings in America 
are constructed of wood. Outside of Constantinople with its un- 
sanitary conditions, European cities are seldom visited by such 
sweeping fires as have devastated the American cities of Chicago, 


Tex., Nashville, Augusta and others. American building con- 
_ struction is inferior to that of Europe in other respects. A poorly 

built city with numerous wooden buildings awaits only the right 
kind of a fire on the right kind of a night for its complete destruc- 
tion. 


Of the personal hardships, individual sufferings and economic 


ities ean testify. The economic significance of these fires is not 
, s confined, however, to the cities that burn. Every fire, whether it 
consumes a whole city or only the roof or other portion of an indi- 
_ vidual house, has to be paid for. A burned house or city does not 
__- replace itself. Food, clothing and shelter are produced only by 
m a human effort, and labor expended in replacing waste is withdrawn 
_ from producing more things for the satisfaction of human needs; 
hence every fire makes every man’s struggle for a living harder by 
compelling him to spend for his neighbor’s waste what he might 
_ otherwise spend for his own comfort. 

ae Our annual waste of $3 per capita means that every man, 
woman and child pays $3 a year for fire waste. That means that 
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the man with the average family, his wife and three children— 
a family of five—pays $15 a year fire tax. The United States gov- 
ernment in its reports adds to this fire waste the cost of maintain- 
ing fire departments, which is as much more. This means $30 a 
year to the average family. If on some blue Monday in every 
year a representative of the government were to come around and 
ask us each for a check for $30 to pay our share of the national care- 
lessness, then we should realize what we pay. But we do not real- 
ize that we pay it, because this tax is indirect. 

The big manufacturers and the big merchants know that this 
fire expense is a tax. They equip their premises with automatic 
sprinklers. They put in protective apparatus. They get the low- 
est insurance rate they can because it helps them to compete; but 
the man in the street, the ordinary man, does not know how this 
fire waste is paid. Take wool, for example. Wool in the ware- 
house is insured—that is a tax. It is insured in transportation, 
and there it pays a fire tax. It is insured in the texile factory where 
it is worked up into cloth. It is insured in the clothing store, in- 
sured in the tailor shop, in the department store, and all the way 
along this fire tax is added to the cost, and when we buy a coat, we 
pay it. Every stock of goods that is insured carries this tax, and 
it is passed along to the ultimate consumer. The masses do not 
know that they pay it. They do not realize that when they buy 
a hat, or a pair of shoes, or a suit of clothes, or anything which goes 
through the regular channels of industry—production, distribution 
and exchange—they pay this tax. Not realizing it, they are indif- 
ferent to fire. They think fire does not affect them. 

The fire loss in the United States and Canada for the last ten 
years has averaged $230,000,000 a year. What might we not do with 
that? We might build roads, canals, improve our harbors, build 
battleships—if we have no less mediaeval use for our money. We 
could do a great many things with $230,000,000 a year. What 
country can stand a drain like that? Suppose we were to throw 

- into the sea $230,000,000 in wheat or corn or cotton, or lose 
- $230,000,000 out of our national treasury. Then we would realize 
that we are being impoverished by this waste. But we have lost 
the faculty of being moved by an ordinary fire. In Europe a 
$100,000 fire shocks the entire continent. All the papers in Con- 
 tinental Europe comment on it, wanting to know how it occurred, 
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who was responsible for it, whether the conditions obtaining in the | 
city where it occurred can be found elsewhere, so that such a fire 
might be duplicated. But here in America, if we take up the morn- 
ing paper and do not find reports of two or three $100,000 fires we 
think it has been a dull evening! “s 

We are the most careless people with matches on the face of — 
the earth. In Europe, if you want matches you have to go where © 
they are kept. In America matches are everywhere; on our — 
bureaus; in our desk drawers; on the mantel-pieces; library 
tables; in all our old waistcoat pockets in the closets. If we wake — 
up in the middle of the night and reach out and cannot find a mateh 
we feel insulted! And yet every match is a potential conflagra- 
tion. Fire from a single match may burn a whole city. 

The fire waste touches the pocket of every man, woman and 
child in the nation; it strikes as surely but as quietly as indirect __ 
taxation; it merges with the cost of everything we eat and drink 
and wear. The profligate burning every year of $230,000,000 inthe _ 
value of work of men’s hands means the inevitable impoverish- 
ment of the people. This fearful loss, spread over the entire busi- 

ness world of America, is beginning to manifest its impoverishing 
blight. The people feel it without yet being awake to its cause. 
Their awakening is retarded by the prevalence of the foolish notion 
that the insurance companies pay this colossal tax. But how 
_ could they, and remain solvent? They are mere collectors and 
distributors of that portion of this tax which is represented by their 
policies. Half of it they never touch; it falls upon the householder 
_ direct. San Francisco and Salem do not pay for themselves. We 
all help pay for them. And next year San Francisco and Salem, 
_ risen from their ashes, may help to pay for other cities. There is 
but one way in which we can escape the periodical paying forone 
another, and that is for us all to begin rational building construction 
and then protect what we have builded against fire. 
; It is the ever-present conflagration hazard which makes any 
_ approach to scientific fire underwriting impossible. The con- 
 flagration hazard is not confined to any one city or state. It is 
present in every city and state in the Union. We have built 
_ largely of wood, and sooner or later we must pay the penalty unless 
_ we can find some way in which to protect our cities. 
‘There is a way to solve this conflagration problem—not ab- 
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solutely, but at least relatively. We cannot be expected to tear 
down our cities and rebuild them of fire-resisting material; the 
cities must be protected as they stand. In the heart of nearly every 
city there are streets crossing at right angles, along which for a 
very considerable distance are buildings of brick, stone and concrete. 
This shows a more or less complete Maltese cross of buildings which 
are not wood and which operate to divide the wooden-built district 
into quarter sections, and which might hold a fire in any one of these 
sections if they were equipped to do so. These brick and stone 
buildings are ordinarily valueless as firestops, because their windows 
_ are of thin glass and their window frames of wood. At Baltimore 
and San Francisco the conflagration attacked such buildings easily, 
breaking out the panes, consuming the frames, and converting 
every story of these brick structures into horizontal flues full of 
combustible contents. Brick and stone buildings are logical and 
capable firestops if the fire can be kept out of them. The small 
city that will trace out its Maltese cross of such buildings and equip 
them with metal window frames and wired glass will immediately 
possess the equivalent of substantial fire walls crossing at right 


inexpensive, but yet strategic procedure many a city may save itself 
from the destruction which now awaits only the right kind of a fire 
on the right kind of a night. 
I have referred in this plan merely to the smaller cities, but it 
_ is obvious that this form of protection is equally imperative in the 
_ brick, stone and concrete districts of all large cities where great 
values are housed in close proximity. Fires in the large cities 
entail an enormous waste because of the great values assembled 
there. We must come eventually to the equipment of all com- 
mercial, factory and office buildings with metal window frames and 
wired glass. This will mean the abolition of the conflagration hazard 
in our cities. Fires will then be unit fires, extinguished easily by a 
- competent fire department within the building in which they orig- 
inate; for the protection of window openings not only prevents 
fire from entering, but prevents fire from issuing out of the burning 
building. We may expect an occasional exceedingly hot fire to 
break down the defenses of an adjoining building, but it is obvious 
- that a conflagration could not get under way among buildings of 


angles in its center, dividing it into four sections. By such a simple, 
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Having thus fortified city buildings one against the other, ex- — 
tensive fires within individual structures can be prevented by the 
use of the now well-established automatic sprinkler system. The 
automatic sprinkler applies the water without the help of human 

agencies while the fire is still incipient. It will operate in a dense 
smoke as well as in a clear atmosphere. It will not throw excessive 
_ deluges of water in wrong places as the fire departments are con- 
tinually forced todo. With our window openings protected and our 
_ buildings equipped with such extinguishers, the conflagration hazard 
in mercantile districts will be eliminated. There will then remain 
_ for consideration our immense residence districts constructed almost 
wholly of wood surrounding the mercantile centers, like fagots 
around afuneral pyre. We can lessen the loss here by the abolition” 
of the use of wooden shingles. 
, The prohibition of the wooden shingle roof, which is now gen- 
erally recognized as a conflagration breeder, is today almost uni- 
versal within city fire limits, and from the more enlightened com- 
munities it is excluded altogether. Burning shingles can be carried 
great distances by the wind or draft of a conflagration, and when 
they alight in their turn upon other dry shingles, they make fearful 
havoc. 

: It will not be necessary to remove all shingle roofs immediately. 
de A An effective city ordinance might require all roofs constructed in the 
future to be of incombustible material, and that all roofs which shall 

a - hereafter require repair to thé extent of one-third of their area shall 
be replaced with incombustible roofs. The modern shingle is thin, 
and the machinery which now makes it leaves a fuzzy surface which, 

after a period of drought, becomes like tinder. Without shingle 
roofs, flying brands would not be carried over the brick centers of 

| Bs the city by the wind. 
- Outside of the abolition of the shingle roof, we must look for 

_ the protection of our homes to the corrected habits of our people. 
- ‘ We must look carefully after the heating apparatus of our homes, 
giving them the constant and necessary attention demanded by 


__‘ heys is especially necessary in connection with residences. Then 
we must have a general revision throughout the country of our 
building codes. We must stop the building of a certain shoddy class 

_ of buildings and we must limit the height of all buildings. In 


— 
tte 
i 
= 
= 
al 
ry 
a 
+ 
ng nd chi 


168 Tue ANNALS OF THE AMERICAN ACADEMY  _—~- 


Boston, buildings are limited to 125 feet. There is no reason 
why cities that can expand, and which are not bound by physical 
barriers, should follow the example of New York and erect ab- 
surdly high buildings. They inflict an enormous expense upon 
the city for fire protection. 

There are other matters, however, to which we must give proper 
thought. Among them is the best use of the fire-fighting agencies 
which have been established and which are maintained at a great 
by our people. 

The mental habits of a people are a vital factor in affecting 
social progress. It is the mental habit of our people to assume that 
fire departments are maintained for the exclusive purpose of ex- 
tinguishing fires. It is obvious, however, that fire departments 
have large possibilities for service in preventing fires; a service 
which is, I regret to say, yet largely potential. In every fire de- 
partment uniformed firemen should be regularly detailed for in- 
spection service. Three or four hours a week for each man, going 
into basements, attics, courts and alleys, keeping down accumula- 
tions of rubbish—which spring up over night—locating the storage 
of inflammable oils and explosives, would keep the city clean of its 
most persistent fire dangers. Every fireman should in turn cover 
every section in the course of six months. One would thus check 
up the inspections of the other, and local conditions would become 
a matter for educative conversation about headquarters. 
| There is, however, a most important result to be achieved by 
such an inspection system over and beyond keeping the city clean; 
and that is the education of the fire-fighters in the exact physical 
character of the city. To know exactly which passageways are 
open and which are closed; to know which are fire walls and which 
are not; to have a mental picture of the exposures, the windows, 
the roof openings, the cornices, and all the other physical details 
important in fire-fighting, would so heighten the team work of a 
department that, like expert swordsmen, they could make their 
thrust without loss of time straight at the vulnerable part. There 
are a few cities in the United States where such practice, partially 
in effect, has already demonstrated its singular efficiency. The 
citizens of every town and city should demand this sort of service 
from its fire department. 

Then we must begin to place the responsibility upon the in- 
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_ for this danger in your insurance rate. Study your location and 
_- your exposure hazard and the reasonable means of bettering your 
Own property (such as fireproofing doors and windows and outside __ 


“Mae 


dividual for fires. It is difficult to do that, 1 know, and yetitcan __ 
be done. In France, if you have a fire and that fire damages your 
neighbor’s property you have to pay your neighbor’s loss. That is 
very educative! It would be a very good thing if we had sucha ~ ; 
law in America. We can fix responsibility, however, and we can ‘a 
change our attitude of mind toward the man who has fires. When 
we look upon the man who has a fire as one who has done an un- _— 
neighborly thing, as one who is a public offender unless he can - a 
prove that he was in no way responsible for that fire, then we will | - 
have begun to make headway. We must have inquiry into the _ 
causes of all fires, not merely an inquiry into the fire which is sus- Bi: 7 
pected to be the work of some incendiary. Nearly every fire is the . 
nol of some carelessness; and the careless man must be held up pa 
to public criticism as a man who has picked the pockets of the rest 
of us; because that is what it is in its last analysis. When we get — 
fire marshals in every state or province who shall inquire into the __ oe 
causes of fires, I believe we will begin to correct our personal habits 
in respect to the things that cause fires. In New York City and in | 
Cleveland, Ohio, the man who ignores a fire prevention order must 
pay the city for the services of the fire department if fire occurs on © 
his premises. This is also the law in the State of Pennsylvania — 
for cities of the second class. 
In conclusion I have set down certain specific suggestions to — 
property owners which, in view of the above, may help a personal 
consideration of this problem, and an understanding of what citi- . 
zens may do to solve it, both for their own good and the good of the __ 
cities in which they live. 
Property owners can do good service both in their owninterest 
and in the interest of their community in this matter by first caring __ 
for the fire hazard of their own property, and then helping in any © 
general local movement to eliminate the fire hazards from their 
city. 
In a study of one’s own property he should give specific at- 
tention to the following items: 4 
Exposure Hazard. If your premises are surrounded or exposed to 
property that is inflammable or otherwise hazardous, you are paying 
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7 ee ca walls, extending fire walls above roof, non-combustible roofs, etc.), 
: so as to minimize this physical exposure hazard. 

Construction. A large part of your insurance rate is always based 
on deficiencies in physical construction of your property. Study 
_ this (such as unprotected and horizontal openings, too large areas 
- undivided by fire walls, concealed spaces, etc.) and ascertain how 
they may be reasonably remedied, and how such improvement 
will reduce your insurance rate. 

a Protection. The best located and constructed property in the 


_ suffer from fire either in building or contents, or both. Burning 
- eontents often ruin so-called fireproof buildings. Study the de- 


guishers, automatic sprinkler or standpipe systems, etc.), and you 
may find the investment highly profitable in the reduced hazard and 
rate. 

Occupancy. Every business has inherent in it certain dangerous 
fire hazard characteristics. Study the nature of your business and 
’ properly care for and isolate material or processes which may 


Equipment. Virtually all property must be heated, lighted and 
_ ventilated, and all this equipment, in addition to special apparatus 
_ required by almost every business, has fire hazard. Study the 
character of your equipment thoroughly before purchasing, and 
improve that which you now have. 

. Management. Keep your property clean. Half of all Ameri- 
can fire waste comes from careless accumulation of dirt and rub- 
_ bish, and disorder. Teach your people cleanliness and order, and 
organize them to detect and extinguish fire, and how to call the 
public fire department quickly when necessity requires. 

Every owner can apply in his factory, apartment house, ware- 
_ house or home the foregoing correctives, which constitute the es- 
sentials of fire prevention. He can also join any other good move- 
ments in community action to carry out this program, and to study 
and get prepared and enforced reasonable legal regulations whereby 
such correctives may be demanded in the law, and finally can back 
up public officials in seeing that they are applied. 

The American people are not dull in comprehension, nor ‘are 
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they slow to act once the necessities of a situation are made clear to 
them. The awakening manifested by the annual observance of 
“Fire and Accident Prevention Day” in many of the cities of the 
United States, by the appointment of fire marshals and the amend- 
ment of fire marshal laws; and by the teaching of the fire hazards 
in many public schools, indicates that we as a people will not much 
longer tolerate our pitiful impoverishment by fire waste. It is 
true that so long as our wooden cities stand they must occasionally 
suffer disastrous fires, with, oftentimes, shocking loss of life; but 
with the growing disposition to hold our citizens personally re- 
sponsible for their carelessness, many of our most prolific causes of 
fire will disappear. 
Our civilization grows daily more complex. Every man’s life — 
is becoming more inextricably linked with the lives of others. An 
injury to one is increasingly an injury to all. Out of a proper > 
realization of these facts is coming a larger sense of civic responsi- 
bility. As citizens of a common country and brothers of a great 
international family, we may some day evolve a civilization in 
which there shall be no waste and in which the thought of the com- __ 
mon good shall be the profoundest impulse in the hearts of our 
people. 
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- RATE-MAKING ORGANIZATIONS IN FIRE INSURANCE 


By Rospert Riecet, Pa.D., 


Instructor in Insurance, Wharton School of Finance and Commerce, " 1 
University of Pennsylvania. 

ANTAGONISTIC PRINCIPLES OF COMPETITION AND 
Co6PERATION 


During the recent development of fire insurance in the United 
_ States the problem of the medium or agency through which rates 
should be promulgated has given rise to two radically different 
solutions. These solutions are irreconcilable mainly by reason of 
the opposing premises upon which they rest. One presupposes that 
competition is the most effective method of securing justice in rates 
as between communities, classes of risks and persons, while the 
other assumes that the greatest measure of equity will be attained 
through codperation. 

The trend of thought of the advocates of competition is based 
upon history and analogy. Having observed instances of large 
combinations exacting exorbitant profits through freedom from 
¢ompetition, their conclusion is that lack of competition is the cause 
of extortion and that restoration of rivalry is the logical remedy. 
What more natural than to apply such a general conclusion to the 
business of fire insurance with the resulting conviction that the 
public welfare in this field will be best protected by denying com- 
bined action with respect to rates of premium? In this predis- 
posed state of mind every united effort of underwriters is viewed 
as inimical to public welfare, and every association as a ‘‘com- 
bination in restraint of trade.’”’ Thus an association of agents 
in Missouri, designed to secure concerted action in the quoting of 
fire insurance rates, was characterized by the court as “a plain, 
palpable, but bungling pool, trust, agreement, combination, con- 
federation and understanding, organized to avoid said anti-trust 
statute.””' The inevitable result of such convictions is the enact- 
ment of anti-monopoly, anti-trust and anti-compact legislation. 
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1 State Firemens Fund Ins. Co., 150 Mo. 113 (1899). 


The reasoning of those who extol the benefits of codperation 
coincides with that of the advocates of competition as far as a 
portion of the argument is concerned, agreeing that combinations 
have at times proved detrimental to public welfare. But here the 
similarity in thought ceases. Those who favor codéperation main- 


- tain that combinations and monopolies are not killed but fostered 


by competition and that a greater evil, discrimination between 
consumers, is traceable to the unregulated endeavor to obtain 
business. Applying their thought to the field of fire insurance, 
combinations of underwriters were an economic necessity because 
militant competition had not merely made the business unprofitable 
but had threatened the very existence of many companies. Those 


- in the occupation believed that if such conditions continued a sur- 
vival of the strongest would inevitably result and all the business 
fall under the absolute.control of a few large companies. The only 
remedy appeared to be associated action. On the other hand this 


competition was resulting in discrimination between individual 
policyholders, but with no benefit to policyholders as a class. In a 


_ struggle to obtain business each company felt justified in offering 


inducements where necessary to secure the risk and the richest 


and most powerful property owners were those who secured the 


greatest concessions. These were at the expense of the weak, of 
course, since in the end aggregate premiums must be sufficient to 
pay aggregate losses and expenses. In many companies, where the 
sacrifices made in some directions could not be counterbalanced in 
others, safety and continued existence were endangered. The small 
insured, therefore, not only derived no benefit from the cutting of 


~ rates but saw the value of his indemnity—which depends upon the 
_ strength of the insurer—steadily depreciating. Inasmuch as busi- 


ness was secured through agents, furthermore, competition caused 
commissions to rise to exorbitant figures at times, to the added 
burden of the insured. 

Such are the facts and conclusions furnished by the advocates 
of competition and their adversaries and the history of fire insurance 


_ legislation affecting rates is largely a history of the conflict of these | 


two ideas. 
Tue DEVELOPMENT OF CodpERATION 


Relatively early in our history dissatisfaction with unhindered 
competition and its attendant rate-cutting was apparent. Advances — 
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_ temporary. In New York City, for example, a rate agreement was 
made in 1821, but by 1825 the number of new companies formed 
so increased competition as to cause its abandonment. In 1826 
7 - an association was formed for similar purposes but by 1843 had 
ceased existence. In 1845 rates were again raised to a profitable 
_ basis, and from 1849 to 1865 New York City witnessed the estab- 
lishment of no less than seventy new companies. Similar experi- 
ences are recorded in the annals of the Hartford Board of Fire 
4 _ Underwriters and other long-established boards. In 1866 an effort 
1 of far greater scope brought about the formation of the National 

of Fire Underwriters, of sev companies, 


A satine bureau was organized by the National Board and the 
United States divided into six territorial departments for the pur- 
poses of rate-making. In 1868 thirty-seven leading companies 
entered into the ‘‘ Chicago Compact,”’ pledging themselves to remove 
any local agent upon the second conviction for violating National 
Board rates. But by 1870 it was officially though reluctantly 


_ maintained, but by 1876 conditions had returned to the usual state 
of demoralization, and in 1877 the rate-making function of the 


underwriters, which have continued important factors until the 
present time. Practically the entire country is now supervised b 
p y ry pe y 


a group of associations and bureaus.” 
we 


—— al 
Nature Anp Services oF UNDERWRITERS’ ASSOCIATIONS 


Classification of Associations. On a territorial basis, associa- 
tions of fire underwriters may be classed as national, sectional and 
local. Since the relinquishment by the National Board of the 
rate-making function, the national associations have concerned 
themselves with educational and technical activities such as the 
promotion of harmony, correct practices, repression of arson and 
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 _———— they were suspended. Following the Chicago fire in 1871 and the 
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Sr compilation of statistics, securing the adoption of uni- 
form policies and clauses, promoting equitable adjustment of losses, 
ei encouraging improved and safe methods of building construction, 
oh fire protective measures and adequate fire departments. These 
associations, although of the highest importance, were not directly 
-_ eonnected with fire insurance rates from 1877 to 1914. 
— The respective territories of the sectional organizations include 
ae from one to thirteen states of the United States. The Western 
Union, for example, approximately covers the Middie West; the 
Association of the Middle Department has jurisdiction in Pennsyl- 
- yvania, Delaware, Maryland and West Virginia. Such organizations 
perform, in a broader way, functions similar to those of the local 
_ boards, described later. The following map shows the jurisdiction 
_ of a number of the prominent sectional organizations: 
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But in many cities of great importance in the states controlled 
y sectional organizations we find local associations exercising 
authority over fire rates. This is true, for example, of New York, 
Philadelphia, Boston and Baltimore. The term “local” is some- 
what general, but is best restricted to an association operating 
within a large city or in the adjacent suburbs. Local associations 
may be subclassified as urban and suburban. Thus the New York 
Fire Insurance Exchange confines its activities principally to Man- 
hattan, the Bronx and Brooklyn, while the Suburban Fire Insurance 
Exchange supervises four adjacent counties and certain other 
specially designated territory. The following maps show typical 
examples of division of territory between such associations: 
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Organization of Underwriters’ Associations. As is true of many 
business associations of the present day, the government of the 
exchanges is in the main a government by committees. An execu- 
tive committee, usually elective, is in general control of all the 
activities of the organization, exercising universal supervision but 
delegating a large portion of the actual work to a number of stand- 
ing committees. Four such committees at least are usually found 
in all associations. A committee on brokerage prescribes rules for 
admission to the association, investigates applications for member- 
ship and issues certificates to the successful applicants. In some 
cases this committee acts as a court to investigate complaints 
against members but an appeal may generally be taken from its 
decision to an arbitration committee. The latter hears these and 
‘other cases which lie within its jurisdiction and upon conviction 
imposes the appropriate penalty, usually consisting of a fine, en- 
forced cancellation of policies involved, or of preventing the offend- 
ing member from writing a particular risk or risks, either directly 
or by reinsurance, for one year. The latter may involve consider- 
able loss of business. For grave offences the accused may be ex- 
pelled. A committee on losses and adjustments usually exists for 
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the purpose of promoting good practice and equity in the settlement 


of fire losses. In some cases such committees have been instru- — eee 
mental in obtaining the adoption of uniform rules to govern com- _ 
plicated adjustments. One of the most important committees is _ 


the committee on rates, which deals directly with the larger prob- 
lems of rate-making and delegates certain duties to the secretary 
of the exchange and an inspection and rating department. Through 
the committee on rates the association fixes specific and minimum 
rates for the writing of insurance, which are adhered to throughout 
its jurisdiction. A minimum rate applies to all risks of a same 
general description, such as dwellings. Specific rates are rates on 
individual risks specified by location and description, and usually | 
arrived at by the use of “schedules.” 

The Economic Functions of Underwriters’ Associations. From 
the brief description given of competitive conditions and the origin 
of associations it is evident that they were economic necessities. 
One of the founders of the National Board said in 1866: ‘‘ Without 


an organization of this kind insurance companies would be in the _ 


position of Kilkenny cats. They would devour each other and 
leave nothing but the tips of their tails.” * Formed to meet an 
economic need they have performed an economic service, although 
the benefits of their activities are often lost sight of in the criticism 
of their mistakes. 

1. The Promotion of Economy. In the first place they have 
encouraged economy in the fixing of fire insurance premiums. A © 
common organization now performs for all companies in an efficient 
manner the work which was once performed by each company 
individually in any manner it saw fit, accomplishing an enormous 
saving in labor and expense; and it must be remembered that the 
insured’s premium pays for expenses as well as losses. Coincident 
therewith have come the benefits of specialization and division of 
_ labor. Instead of a company representative inspecting and rating 
at the same time, a trained inspector hands over the result of his 
labor to a department trained to apply the appropriate rating 
schedule to the conditions as set forth in his report. In the second 
place, through the establishment of uniform rates of commission 
to brokers and agents, the acquisition costs have been kept lower 

* Mark Howard, at the convention called to organize the National Board of — 
Fire Underwriters. 
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than would otherwise have been the case. Regulation of commis- 
sions, it must be admitted, has not yet reached the standard of 
regulation of rates, but it has eliminated the former enormous 
sporadic increases of commission rates during influxes of competi- 
tion. Likewise it has done much to eradicate the evils of the ree 
bate, which entails a preference of one policyholder over another. — eo E 
Thirdly, the association has provided coéperative action against _ 
legislation prejudicial to the companies and often to both the — 
companies and the public, as for instance, valued policy and retalia- 
tory laws. A protective alliance is the only defence against state _ s 
legislation which one year permits companies to employ a common — 
expert to make rates and the next year makes any combination of ‘ 
this nature a penitentiary offence. J 

2. Standardization. The associations have in many ways” 
promoted the standardization of rates and rating systems. They 
have furnished a permanent means for the constant study of the 
process of arriving at an equitable rate and have been of vast P 
assistance in the formation of rating schedules, which mark the Fa 
great steps in the development of fire insurance rating from a guess _ : 
toascience. Partially successful schedules once attained, they have __ 
furnished a medium or agency for the application of the same with __ 
the least cost. One of their greatest services has been the creation _ 
of uniformity in charges and the prevention of discrimination be- | 
tween localities, classes of risks, kinds of policies and persons. They | +g 
have eliminated the rate-wars previously referred to, with their | 
demoralization of business and deterioration in the value of the _ 
insured’s policy. They have attempted the classification of loss _ 
statistics, although this activity never reached adequate importance __ 
until 1914, when the National Board of Fire Underwriters again 
interested itself in the subject of rates. Through the medium of _ 
certain associations standard tables have been adopted for quoting | 
rates on insurance for a term of less than one year, known as short- 
rate tables. The fire insurance associations have also been instru- 
mental in the adoption of a standard fire policy, the meaning of _ 
which has been largely settled by the courts, and the adoption of © 
standard endorsements and clauses adequate to meet exceptional | 
circumstances. 

3. General Results. In addition to the above, the establish- cr 
ment of associations has had certain beneficial results difficult to 
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_ ¢lassify, such as the elimination of objectionable practices, expul- 
sion from the business of undesirable members, mutual counsel, 
mutual assistance and prevention of and protection against fire. 

Mn 
3 arn DEVELOPMENT OF THE PRINCIPLE OF COMPETITION ting 


The Common Law.* In the absence of anti-trust statutes, or 
where these laws have been held not to apply to combinations of 
insurance companies, the common law is available for the redress of 
real or fancied public grievances. For many years this was the 
only protection in some states against combinations prejudicial to 
general interests and we find several cases of proceedings against 
underwriters’ associations under the common law. Its principle, in 
brief, is that any agreements in restraint of trade which are against 
: _ public policy are void and unenforceable. They are sometimes 
— ealled “‘illegal’’ but only in the above sense, it is generally admitted. 
_ Every case brought under the common law must, therefore, be 
judge -d in the light of the attendant circumstances. Does the asso- 
- ciation unduly restrain trade or is it contrary to public policy? 
“3 Full discussions of the application of this principle to various other 
_ businesses can be found elsewhere® and we may consider here only 
cases directly involving fire insurance. 
The general principle stated above was upheld by the court in 
_ a comparatively recent case in the following words: ‘‘ The most that 
can be said as to the combination to fix, regulate and control the 
_ business of fire insurance in the city of Newport News is that it was 
‘ an agreement in restraint of trade. But agreements merely in 
restraint of trade are not illegal in the sense that they are either 
indictable or actionable.” *® In another case a party to an agree- 
ment complained when its terms were applied to him but the court 
_ refused him aid inasmuch as he had “caused the injury of which he 
i ‘complained by his unlawful acts.” 7 
Associations of fire underwriters have been attacked on the 


‘ For a more detailed consideration of cases involving fire underwriters’ asso- 
ciations see the author’s Fire Underwriters’. Associations in the United States, 
Chronicle Co. Ltd., N. Y., 1915, pp. 53-55. 
| 5 See Report of Commissioner of Corporations, 1915, on “‘Trust Laws and Un- 


* Harris v. Commonwealth, 73 8. E., p. 563. 4 


7 Beechley v. Mulville, 102 Iowa 602. 
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ground of public policy, and under such circumstances it was 
necessary to show that unreasonable restraint affecting the public 
interest was exercised or that insurance should be considered an 
article of necessity. The view that insurance is affected with a 
public interest is well supported, but there is little ground for con- 
sidering it an indispensable necessity of life. Owing to the difficulty 
of showing unreasonable restraint or the importance to the public 
of fire insurance, actions under the common law have not been very 
successful, although in some cases the courts have held certain acts 
of associations, such as regulating the intercourse of members, pro- 
hibiting members from having more than two agents in congested 
districts of a city, requiring the cancellation of risks written at 
other than the board rates, etc., to be contrary to public policy, 
void and illegal. 

Anti-Trust Statutes. With the development of the antipathy 
to the so-called ‘‘trusts’’ came the enactment of laws forbidding in 
general terms combinations which were designed to regulate com- 
petition or enhance or maintain prices. These laws were applicable 
to “‘trade,”’ “‘commerce,” “business,” ‘dealings in commodities,” 
etc., and the question soon arose of whether or not insurance might 
be considered within the scope of such expressions. 

In several cases it was held that insurance could not be con- 
sidered “‘trade”’ or a “commodity” in the sense in which those words 
were used in the statutes and that only by a strained construction 
could it be included within the term “‘commerce.” The effect of 
such decisions was avoided in Texas by the insertion in the statute 
of the word “business.” To include insurance within their juris- 
diction the laws referred to would have had to be very specific and 
accurate in wording, and being designed to have a broad applica- 
tion, this they seldom were.® There is still doubt in some states as 
to whether or not laws of this type are applicable to insurance or 
not. Thus the secretary of state is of the opinion that the anti- 
trust law of Mississippi may be so construed.'® 


* For citations of laws of this mature existing in at least thirty states on Jan- 
uary 1, 1914, and court cases which have arisen under the same, see the author’s 
Fire Underwriters’ Associations in the United States, pp. 55-56. 

* For citations of cases involving these points see Fire Underwriters’ Assoc- 
iations in the United States, pp. 55, 56. 0 
a Spectator Co., Fire Insurance Laws, Taxes, Fees, 1915, p. 126. il - a 


= 
j 
i’ 
: 
> 
4 


Fire InsurANCE 183 


Anti-Compact Laws.'' Since it was doubtful, to say the least, 
whether insurance might be considered as within the scope of a 
anti-trust statute, laws specifically enumerating insurance 
as a subject for legislation were passed which, in brief, forbade any 
combination or agreement for the purpose of regulating or fixing 
the “price or premium to be paid for insuring property against loss 
or damage by fire.” Since the power to regulate insurance does 
not rest with the federal government, combinations to fix rates on 
business written within the state are valid subjects for the exercise 
of state powers, and in one case the court held such regulation of 
business to be a proper exercise of the police power. The state may 
expel from its territory companies which unlawfully participate in 
pools and combinations. Briefly summarizing the decisions on the 
_ validity of state action, they are to the effect that anti-compact 
— laws do not violate state or federal constitutional provisions em- 
 bodying right of contract, “equal protection of the laws” and ‘‘due 
process of law.” 
. Various devices have been invented to evade the effect of such 
z legislation, but with little success. Where agents formed an asso- 
- ciation the rules of which required the stamping of policies for the 
purpose of supervising rates and where an independent rater sold 
to the companies rates which were maintained by having policies 
_ pass through a ‘“‘stamping department”’ the courts held that these 
Were illegal attempts to evade the spirit of the law."* No tendency 
to limit the application of these laws is apparent, as in 1912 com- 
_binations to maintain rates, defined by law as “trusts,’’ were again 
held to be unlawful.” 
~ Defects of Competition as a Basis for Rates. All of the laws 
__ which have been thus far considered have had as their basic prin- 
_ ciple the idea that equitable rates and public benefit could be 
- secured by repressing rates through competition. All actions 
id - against associations under the common law, under anti-trust 
_ statutes, and under laws prohibiting agreements regarding rates 
_ to be charged, were designed to keep insurers in a contest where 


; i For citations of laws and cases see Fire Underwriters’ Associations in the 
United States, pp. 57-59. 
PS, “State v. Aetna Ins. Co., 150 Mo. 113 (1899) and State v. Firemen’s Fund 
Ins. Co., 152 Mo. 1 (1899). 

4 State ». American Surety Co., 135 N. W. 365 (1912). 
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survival would require rates from which the insured might tempo- 
rarily benefit. They were constant incentives, not to uniformity in 
rates, but to diversity. The assumption of the beneficence of com- 
petition in fire insurance rates is far from correct when considered 
in the light of the history of the business. 

1. In the competitive struggle perpetuated by such laws it is 
not possible for policyholders, generally and as a class, to benefit. 
There are numerous property owners offering risks of such magni- 
tude that their acquisition measurably swells the business of the 
company, and just as a manufacturer puts forth more effort to 
obtain a large contract than a small one, so insurance companies, 
in the competitive state, offer greater inducements in order to obtain 
a large risk than they would to obtain a small one. As in the rail- 
road business under competitive rates the small shipper was dis- 
criminated against in favor of the large," so in the fire insurance 
business under competitive rates the small property owner is dis- 
criminated against in favor of the large. Not only does the small 
property owner reap no benefit from the competition, but the 
premiums he pays must be sufficient to make up any deficiencies 
in the premium collections from large property holders. 

2. Unrestrained competition may also otherwise adversely 
affect the insured. The commodity which he purchases, indemnity 
for possible loss, is not delivered upon payment of the premium but 
some time subsequently. When one is likely to call upon a corpora- 
tion to deliver something in the future it is not desirable to so weaken 
that corporation as to make fulfilment of its contract doubtful; it is 
rather to the buyer’s best interest to promote its solvency. Yet the 
periods of unrestrained competition in the past have been fruitful 
sources of fire insurance failures. As stated by the New York 
Legislative Investigating Committee, ‘‘The universal effect of such 
periods of open competition wherever and whenever they have 
occurred has been a cutting of rates to a point that was below the 
actual cost of the indemnity. . . . . The effect on all com- 


panies is weakening.” 


3. It has been argued that since competition is esteemed a 


™ Hadley, Railroad Transportation, 1885. Johnson and Van Metre, Prin- 


ciples of Railroad Transportation, p. 511. b 3 
41911, p. 41. See also report of Illinois Commission, 1911; Wisconsin 


Legislative Committee, 1913. 
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_ satisfactory method for obtaining equitable prices in such indus- 
- tries as the grocery business or the shoe business there is no reason 
for not so regarding it in fire insurance. This ignores a fundamental 
difference between insurance and the kinds of business mentioned. 

- In the grocery or shoe business there has never been a general 
i, - recognition of the’ principle that prices should be based on cost; 
on the contrary it is well recognized that they are frequently not 
_ determined. In nearly every discussion of fire insurance pre- 


- miums, on the other hand, we find references to the desirability of 

having the “premiums commensurate with losses,” “rates based 
upon the amount of hazard,” “equity between localities’ and 
similar expressions inferring that rates should vary with losses and 
expenses.'® Even in other lines of business where cost does more 
or less enter as a price factor the cost is definitely known in advance 
and prices may be fixed conformably. In insurance the cost can 
only be estimated in-advance, on the basis of experience; “it does 
not stare the underwriter in the face in the same way that the 
buying price of sugar confronts the grocer.” '7 Consequently, under 
the stress of competition, the underwriter is more likely to reduce 
premiums below costs than the grocer to reduce selling prices 
below costs. 

4. T& the struggle for business which ensues upon the inaugura- 
tion of rate competition it is but natural for the insurance company 
to avail itself, not only of rate reductions but of another almost 
equally effective inducement in securing business—increased com- 
missions to agents and brokers. Thus the small insured, who 
derives no benefit from competition, sees himself constrained to 
contribute more in order to meet the increased cost of doing busi- 
ness entailed by it. As stated in the New York report, “Competi- 
tion, therefore, in fire insurance has acted badly both as regards 

{ rates and expenses, but in different ways. It has driven rates too 
low and expenses too high.”’ '§ 

5. Finally, unrestrained competition, under present-day con- 
ditions, leads ultimately to monopoly through the elimination of 
the weak or unfortunate and the survival of a few large and strong 

1 See e. g., conclusion ef Illinois Investigating Commission, 1911, that the 
fire insurance rate is a tax. : 
17 Report of the New York Legislative Investigating Committee, 1911, p. 42. oe 
18 Report of Joint Commiitee to Investigate Insurance, Feb., 1911, p. 94. lad op 


Re 


7) 
) 
> 
r 
| 
“5 
Wh 


186 THe ANNALS OF THE AMERICAN ACADEMY ‘ 


companies. A theory that prices tend toward costs is only partially 
true in a business where a good portion of expenses continue whether 
risks are written or not. It is true that when premiums rise and 
profits increase additional capital is attracted to the business and 
profits cease to rise; but the opposite, that when prices fall below 
costs competition for business will cease and prices tend to rise does 
not necessarily follow. For while competition for business at low 
rates may involve loss, not to compete often involves greater loss. 
Thus whether a company writes a risk at a low rate or not certain 
expenses of the business, such as maintaining agencies and a force 
of special agents and operating a home office continue, and they 
may form 20 per cent of all expenses. It is better to receive $1 in 
premium, although loss and expenses aggregate $1.05, than to 
receive no premium and pay 20 cents fixed expenses. Continuance 
of all business at a loss, of course, must ultimately result in failure 


and such has been the fate of many fire insurance companies. iy 
FURTHER DEVELOPMENT OF COOPERATION yt 


While the contest proceeded between coéperation on the one 
hand, represented by the associations, and competition on the 
other, represented by the anti-trust and anti-compact lays, some 
states departed from the line of procedure which had previously 
been followed; a departure which was extremely significant, not 
merely by reason of the type of law adopted but because of the 
relinquishment of the principle of competition. All the legislation 
thus far considered asserted in effect that there should be no com- 
bination, that each company should charge its own rates, that 
competition would determine their equity. Since under such con- 
ditions two different companies might quote different rates on the 
same risk, the states were saying in effect that there should be no 
measurement of hazard. Rates were to approximate costs, not by 
measurement but by competition. A new era of legislation had 
begun in some states, however. 

Laws Requiring the Filing of Rates. For example laws were 
passed requiring corporations doing business in the state to file a 
schedule of rates with a state authority and-‘requiring uniform pre- 
miums for all risks written under the same schedule. A common 
expert might be employed to inspect and rate risks and advise the 
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rates to be charged.'® These are important simply as examples of 
permission to codéperatively determine rates. 

Laws Providing for Revision of Rates. A second type of law 
required the filing of rates with the superintendent of insurance and 
invested him with power to order changed excessive, unreasonable 
or inadequate rates. Schedules and local tariffs were to be open 
_ to the inspection of the public and local agents were required to 
: exhibit copies of the same. An appeal from the decision of the 

_ superintendent respecting rates might be taken to the district 
courts of the state.*° These laws made it illegal to give special 
rates on any property not given to other property of equal hazard 
or to discriminate between persons. The title of one, for example, 
was # “An act relating to fire insurance and providing for the regula- 
tion and control of rates of premium thereon, and to prevent dis- 
- crimination therein.” The state is now on the road toward acknowl- 

edging the good features of coéperation; it realizes that a company 
_ should not discriminate between two equal risks and there only 


: _ remains to be recognized the absurdity of two companies differing 
in rates on the same risk. The objectionable feature of the law to 


- the companies was the extreme power seemingly vested in the 


| _ insurance commissioner. This phase of the subject is discussed 


later. 

. State Rating Acts. Legislation of a more radical type speedily 
- followed the laws providing for revision of rates, in the form of 
~ acts which create state commissions with power to actually fix rates 
in the first instance which shall be charged by the companies. The 


- most noteworthy example of such a law is that of Texas." In 
_ the words of the Insurance Commissioner of Texas:” 


; If the state has the final say in the rate-making business, then I see no reason 
_ why the state should not make the rate in the first instance. We have state- 
: made rates for fire insurance companies. We have a regular factory for making 
these fire insurance rates. The employes in that factory devote their entire time 
and attention to the study of the rate-making business. We have very experi- 
enced men employed in the department, about twenty-five in number, there 


19 See e. g., Arkansas, Laws 1913, Act 159. 

2° Kansas, e. g., Laws 1909, Chap. 152. 

2 Texas, Laws 1910. 

2 National Convention of Insurance Commissioners, September, 1915, p. 162. 
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being appropriated $100,000 annually for the payment of the expenses of making 
rates. 


An act enabling similar action in Kentucky was the cause of 
considerable difficulty in 1912, which will be referred to later. 

Criticism of State Rating Acts. The dissatisfaction of the com- 
panies with the Kansas act providing for a revision of rates by the 
insurance commissioner afforded an opportunity for the most 
important of recent decisions affecting fire insurance rates. The 
law was attacked in the courts on the ground that fire insurance 
was a business of a private nature and that the law consequently 
was unconstitutional, amounting to an interference with the right 
of private contract, guaranteed by the Fourteenth Amendment. 
The majority decision held that “‘a business, by circumstances and 
its nature, may rise from private to be of public concern, and be 
subject, in consequence, to governmental reguiation. — 
Contracts of insurance, therefore, have greater public consequence 
than contracts between individuals to do or not to do a particular 
thing whose effect stops with the individuals. . . . . It is, 
therefore, within the principle we have announced.” * The act in 
question was consequently held to be a valid exercise of the police 
power of the state. A strong dissenting opinion deplored the possi- 
bility so created of opening the way to state price-fixing with respect 
to many other kinds of articles and service. 

But the acts which provided for rates actually made by the 
state occasioned the greatest consternation in the insurance fra- 
ternity, the results of which were most strongly evidenced in the 
case of Kentucky, where such a law was passed in 1912. After 
suggesting that this power be given to the Insurance Commissioner 
rather than to a state commission the companies threatened to 
withdraw from the state in a body. By March 9, 1914, twenty 
companies are reported to have withdrawn and by March 10, 
forty-seven companies had left the state. Meanwhile several 
events had concretely illustrated the prime necessity of fire insur- 
ance. A $150,000 fire occurred at Hodgensville in which twenty- 
three buildings were destroyed while covered by only $50,000 
insurance. Most of the owners were unable to build without reim- 

*% German Alliance Ins. Co. v. Barnes, 189 Fed. 769 (1911), and German 


Alliance Ins. Co. v. Lewis, 34 Sup. Ct. 612. 
German Alliance Ins. Co. v. Lewis, pp. 618, 619, 620. 
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bursement for their losses or borrowing, and they were unable to 
obtain loans without insurance protection. Louisville banks, — 
anxious about the security for their loans, began to inquire how — 
much insurance was carried by their borrowers, how much matured — 
each month, and what arrangements for its renewal had been made. 
Loans were outstanding on storage receipts representing alcoholic 
liquor in bond to the amount of approximately $162,000,000. The 
banks desired these loans liquidated if further insurance could not 
be obtained. Commercial credit was restricted by banks, whole- 
salers and manufacturers.™ The pressure by business interests was 


= 
i 


so great that it was necessary to hold a conference to determine — 
upon concessions which would enable the companies to resume © 


business, and in June, 1914, an agreement to the following effect was 
reached: (1) Suit would be entered to test the constitutionality of 
the law and the Insurance Board would not enforce the provisions 
of the act until the question of constitutionality had been decided 
by the courts, (2) a committee should be appointed to make a 
study of rate laws with a view to formulating legislation on this 
subject, (3) all companies which had withdrawn from the state 
were to be permitted to resume business there without penalty, 
(4) rates would be reduced by the companies’ Actuarial Bureau 
wherever improvements were made, and (5) a Business Men’s Com- 
mittee guaranteed the faithful execution of the agreement. The 
companies accordingly returned to Kentucky and the Circuit Court 
on June 12 held the act to be unconstitutional. 

The following arguments have been advanced as showing the 


inadvisability of a state rating law. Some of them also apply to 


laws permitting the state to revise rates. 


1. They interfere with freedom of contract in a business which | 


is of a private and not a public nature. 
2. It is unfair for the state to limit the amount which the com- 
_ panies may collect in premiums, without guaranteeing them against 
loss. 
| 3. It is unfair to require the companies to contribute by taxa- 
tion to a state rating board which may be of no benefit to them or 
* See the insurance periodicals of this period, for instance, the United States 
_ Review, March 12, 26, April 23, 30, 1914. A very similar situation developed in 
: South Carolina in 1915-1916, the outcome of which remains to be seen. wel 


= 
ve 
od ~ 
| 
— 
A 


Tue ANNALS OF THE AMBRICAN ACADEMY 


the public and may be more costly than their own private method 
of fixing rates. 

4. Political influence may exert a power. In this connection 
the words of the insurance commissioner of a state where a rating 
law is in force are interesting. ‘‘ The law should be framed so as to 
eliminate politics from the board. If they can keep politics out of 
the board, in my opinion the system will be a success.’’ *° 

5. State management is usually inefficient. This argument 
(often merely a broad assertion) may be dismissed immediately, as 
being no more applicable to insurance than any other subject, even 
if true, which is open to question. 

6. The inequalities and lack of relation present in state and 
local taxation afford a presumption that the fire tax will be improp- 
erly distributed under the state’s supervision. 

7. If the state assumed entire control of the business it could 
not accomplish its objects judging from the failure of state insur- 
ance in other countries to reduce rates or yield a profit. What can 
be accomplished then by merely fixing rates, except to make the 
companies bear the unjust burden of any losses which may result? 

8. Average and distribution are bases of fire insurance and rates 
cannot be correctly or safely fixed without them. Rates should, 
therefore, not be founded on the experience of a single state. Never- 
theless, the city of Austin, Texas, appealed to the State Insurance 
Board for a reduction of rates on the ground that the rates of Austin 
should be fixed upon the city’s own experience and that citizens of 
Austin should not be taxed to pay for fire losses elsewhere. 

A statement of a state fire insurance commission claims the 
following advantages for a state rating law: 

1. The elimination of discriminations in favor of the large 
insurer and in favor of certain localities and classes of risks. 

2. A reduction in insurance rates: 


(a) By improvements in cities causing reductions in their _ 

(b) By improvements in individual risks, = 

(c) By the removal of unnecessary hazards and the reduc- 
tion of hazards necessary to the risk. 

(d) By elimination of faults of management. 


* John S. Patterson, Texas, Nat. Conv. of Ins. Commissioners, September, 
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(e) By preventing insurance companies from advancing rates 7 = : 
Le when temporary conditions and bad losses in certain 
Seles localities make them desire to do so. 


"3. Stability of rates and schedules and accessibility of informa- _ 
tion regarding the process of ratemaking. ; 

Several obvious comments may be made regarding these — 
claims. The desirability of the elimination of discrimination cannot =—© 
be disputed nor the ability of the state to accomplish this denied. 
Improvements in cities, in individual risks and in conditions sur- | 
rounding risks, however, could and did take place before the state — 
rating system was ever in effect. The rating schedules used by the 
companies provided allowances for such improvements. With — 
reference to the success in preventing rate advances, it is hard to 
see any equity in preventing advances in rates if such advances are | 
justified. Information regarding rate-making, however, is due the 
public, and it is unfortunate that fire insurance rating bureaus, 
local boards and associations did not sooner realize the necessity of 
a campaign of education. 

The principal advantages of the state rating acts were that 
they fully admitted the necessity of having but one rate for each _ 
risk, thereby endeavoring to secure the same result as the advocates 

of codéperation, and second, the removal of certain evils which had 

_ existed, and with which coéperation had not sufficiently developed _ 
to cope. But it is also evident that the possibility exists in state — 

_ rating laws for evils fully as serious as those which are removed, 
especially political corruption, ignoring the principle of average and 
inadequate rates. It is, therefore, legitimate to inquire whether 

- equally great benefits might not be obtained from legislation of — 
another character. 

Regulative Statutes. At about the time state rating acts were 
_ being considered in Texas and Kentucky, a New York legislative 
committee transmitted a report recommending that the companies _ 
‘be allowed to continue coéperative rating under the regulation of 
the state, and in 1911 a law was passed with the following important | 
provisions: 2? 
1. Corporations, associations and bureaus for suggesting, 


27 New York, Laws 1909, as amended by Laws of 1911, Chap. 460, and Laws 
1912, Chap. 175, 
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approving or making rates to be used by more than one underwriter 
are required to 


(a) File with the insurance commissioner their articles of 
we agreement, by-laws and a statement of the names and 
addresses of members. 

(b) Submit to supervision and examination by the insurance 

‘treat commissioner at his discretion and at least triennially. 

(ce) File rates and schedules at the request of the commis- 
sioner. 

_ (d) Keep records of proceedings and furnish the insured 


hee with information as to his rate and a copy of the 


Ant schedule by which the same is computed. 
___ (e) Provide means for hearing interested parties before the 


as proper committees. 


2. Associations and bureaus are prohibited from a." 


sae (a) Discriminating in rates; the commissioner may hear 
wi cases and order discriminations removed. 

“ (b) Requiring that all insurance be purchased from members 
of such organizations. 

te (c) Requiring that rates quoted depend upon the placing of 
a the whole or a specified part of insurance at such rates. 


A certain degree of progress in state action is apparent in legis- 
lation of this nature, which permits coédperation by insurers, with 
its attendant advantages, and on the other hand prohibits and 
adopts means to eliminate the abuses which have existed. In 1913 
two other states, North Carolina** and West Virginia*® passed 
laws identical with that of New York, although North Carolina 
has since added a provision for a hearing and examination of 
rates and a decision regarding their fairness, leaving correction to 
be accomplished by force of public opinion. But even more impor- 
tant has been the endorsement by the National Convention of 
Insurance Commissioners of the idea of regulated codperation. 


One of its committees, after an investigation, came to the con- ~ 


clusions that, 
1. Rates were at present made codperatively. 
2. This codperation exists in spite of attempts to prohibit it. 


North Carolina, Laws 1913, Chap. 145. 
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3. The requirements of safety and economy both make inap- 
plicable to insurance the anti-monopoly, anti-trust and anti-com- 
pact laws looking toward unrestricted and open competition. 
< ; As a result of its investigation the committee submitted for 
throughout the United States six model acts,” as follows: 
. An act similar to the New York law just described, providing 
for supervision and examination of rating bureaus. . 
i 2. An act prohibiting discrimination in rates and any require- _ 
_ ment that the whole or any part of a risk be placed with certain 
companies. 
. ane 3. An act requiring companies to maintain and codperate with i 
a public rating bureau, with equitable apportionment of expenses 
and equal voice in its actions. 
4. An act requiring a written survey of each risk specifically 

rated by schedule. 
- Two other bills, favored by a number of the committee mem- 
a - bers, were not adopted by the committee as a whole, viz: 

5. Prohibiting agreements between companies except such as 
are permitted by law, and 

6. Authorizing the insurance commissioner to review rates and 
correct the same, subject to court review. ta 
The latter two acts are in the nature of concessions to existing _ . 
__ legislation, and as such a compromise with the principle of coépera- 
tion with regulation. 

A report to the National Convention in April, 1915,*" indicated 
- that the first of these laws was in existence prior to 1915 in six sa . 
_ states, and was enacted in three additional states by April, 1915. : * _ 
Laws prohibiting discrimination * were in force prior to1915 inten 


states and three additional acts of this nature were passed by April, _ vs : 
s 1915. Act No. 3 had been passed in two states by April, 1915. | tad 
Massachusetts and North Carolina laws provide for a general review 
a all rates with only the power to make recommendations. Kansas, 
Kentucky and Minnesota have laws authorizing the insurance com- 
_ missioner to review rates made by the companies and order the _ +; 
proper rate substituted. Missouri authorizes the insurance super- NG . 


*° National Convention of Insurance Commissioners, December, 1914, Pro- 
«N.C. of I. C., April, 1915, Proceedings, pp. 11-12. 
Not all following the model bill. 
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_intendent to order rate reductions which will insure only a reason- 
_ able profit to the companies. Oklahoma delegates similar power to 
an insurance board. New Hampshire has long had a law enabling 
the insurance commissioner to review rates and fix a reasonable rate 
at which companies are required to write business under penalty of 
a fine. Although existing laws are difficult to classify because of the 
variety of their provisions,* the following table™ shows approxi- 
mately the legislative situation with respect to fire insurance rates 
and rating associations at the present time. Column A contains 
the names of states having an anti-compact law, forbidding com- 
panies or agents from combining to fix rates. Column B enumerates 
the states in which an act providing for the supervision and exam- 
ination of rate-making bureaus and associations is in force. Column 
C shows the states in which there is an act prohibiting discrimina- 
tion in fire insurance rates. Column D indicates the existence of 
acts requiring companies to be members of a rating bureau. Column 
E shows the various state acts permitting agreements between com- 
panies relative to rates, subject to the approval of the insurance 
commissioner. Column F shows the existence of acts providing for 
the making of rates by the state. Column G indicates the acts 
which authorize representatives of the state or state officials to 
revise or compel revision of rates made by the companies. 


“ee eee 


* For instance in Iowa the old anti-compact law was allowed to remain on 

the statute books and in addition acts similar to the model bills Nos. 1, 2, 3, 4, 

and 6 were passed. In certain states some authorities still hold the anti-trust 
statutes to apply to insurance companies. 

Pipe * Compiled from replies to inquiries sent to the state insurance departments. 
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' In Wisconsin the law forbids companies from fixing rates and requires that 

a they be fixed by local boards, composed of local agents. 
?In South Dakota rates are made by a general inspection company and 
associations and companies must file affidavits that they are not in an agreement __ 


to maintain rates. 
* Inspection bureaus may, however, be formed. ye 
‘Only where rates are discriminatory. 
5A board constituted to hear cases and make recommendations —enlastée- 


* Only where the rate is so low as to endanger solvency. a 
7 The courts have held combinations illegal. Sih ef 
* Applies only to companies not incorporated in the state. oe — 
* Upon complaint. 
1° Companies are compelled to pay 125 per cent of any loss if members of a 
tariff association. 
1 Law requires all rates made under the same schedule to be uniform. 
2 This compilation does not include general anti-trust acts, not specifically 
enumerating insurance, which exist in many states, as previously described. 
In Illinois a fire insurance combination is now being prosecuted by the insurance 
_ superintendent under such a law. 
3 This compilation does not include so-called anti-rebate laws, prohibiting 
= from returning to purchasers of insurance any portion of their commission 
writing the business. 


The following states and territories have no legislation of the 
types considered: Alaska, California, Canal Zone, Colorado, Con- 
necticut, Delaware, District of Columbia, Florida, Hawaii, Illinois, 
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Indiana, Maine, Maryland, Nevada, New Mexico, North Dakota, 
Ohio, Philippines, Porto Rico, Rhode Island, Utah, Vermont, 


The tendency during the past two years has been unmistak- 
_ ably toward a type of legislation which recognizes the difficulties of 
‘an rate-mmaking and on the other hand shows appreciation of the 


tight of the public to be protected from arbitrary action and unnec- 

essary inequity. The advantages of a statute combining the prin- 

ciples of private coéperation and public regulation may be most 

- coneretely shown by a review of the results where such a law has 

actually been in existence. One of the oldest laws of this nature 
is that of New York, passed in 1911 after a very thorough investi- 
gation of fire insurance conditions. This state thereby became the 
leader in this kind of fire insurance legislation as it was in certain 
phases of life insurance legislation some years ago. The results of 
its activity were as follows: 

1. As shown by the map on page 177 four rate-making asso- 
ciations operate now and have for some time operated in New York 
state. One of the results of delegating the power of supervision to 
the superintendent of insurance was to bring about coéperation and 
harmony of action among these associations. While the first impulse 
in this direction came from the state, the associations readily re- 
sponded and brought about many reforms on their own initiative. 
Frequent meetings of managers of the respective associations 
resulted in the adoption and promulgation of uniform rules, prac- 
tices and forms. Thus the conditions were removed which occa- 
sioned the statement by an investigator in 1913 that “no one person 
is familiar with all these rules and until recently there has been no 
systematic attempt to collate them.” * 

2. Along with the former diversity of rules went non-uniformity 
in rates. A second beneficial result of the work of supervision has 
been to gradually eliminate inconsistency in premium charges. 
Variance between rates on risks of the same degree of hazard but 

* A considerable portion of the data for the following statements was ob- 
tained from a letter to the author by Hon. J. L. Phillips, Superintendent of Insur- 
ance of New York. 
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% See Fire Underwriters’ Associations in the United States, pp. 41,42. 
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located in the jurisdiction of different rating associations, inequali- 
ties in rates charged by the same association on similar risks in 


different portions of its territory and unjust distinctions between — 
different classes of risks were all considerably remedied. Itis stated — 


that it was not necessary to make frequent application of the power 


vested in the superintendent of insurance, its mere existence accom- 
plishing the desired results in most cases. 

3. As has been previously stated codperation has been a status 
favorable to the development of a science of fire rating, one of the 
most important phases of which development was the supersedence 
of “judgment rating’”’ by “schedule rating.’”” The New York law 
has encouraged this. Dwelling and farm schedules have been de- 
vised with the resultant advantages of schedule rating, all of which 
cannot be enumerated here.*’ It is sufficient to say that thereby 
discrimination is more surely detected and avoided and property — 
owners are made more fully aware of the deficiencies of their 
property. Thus the law seemingly offers no check to the preventive 
and epi functions of the associations. 

To some degree the law has resulted in satisfying the well- — 
re universal desire for lower rates. During the first few years the 
orders to remove unfair discriminations resulted in a considerable | 
saving in premium, to an amount suggested by careful estimates as 


$1,000,000 per annum. In many cases the removal of discrimina- _ 


tions resulted in readjustments which lowered some rates and 


advanced others, without extensively reducing the total premium > 


4°. 
- 


income obtained on the class as a whole. Unascertainable saving — 


in premiums resulted also from owners remedying property defects 


which were indicated. 


In many directions the legislators hav e sought a method of 


removing unsatisfactory conditions among the agencies engaged in . 


fire insurance rating, sometimes recognizing the fundamental prin- 
ciples governing the business of furnishing indemnity, but often 
ignoring or being ignorant of such principles. The statutes passed 
and considered have been prompted by a variety of motives and 
have had a variety of effects, but there is faintly discernible in 


early years, and distinctly apparent in later years, a tendency to — 


See F. C. Moore’s Universal Mercantile Schedule, p. 8. 
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recognize, in a measure, the benefits of codperation. 
panies as well as legislators and officials have made mistakes, but 
many in both groups seem now to see a method of procedure which 
affords a solution of the difficulty. One of the principal agencies of 
late years in bringing about a more rational treatment of the 
problem involved has been the National Convention of Insurance 
Commissioners, which at first encouraged the study of public 
questions and recently has made some progress toward concerted 
state action, the necessity for which is shown by the variety of laws 
in the preceding table. Perhaps through this association some of 
the inconsistencies of legislation may be removed. 

Eliminating from consideration state insurance, which is not 
yet seriously considered as a general method of procedure but 
rather as a last resource not yet required by the exigencies of the 
case and the problem of acquiring uniformity of state action, a 
partial answer to which is furnished by the National Association of 
Insurance Commissioners, two phases of the question of what 
agency shall make fire insurance rates are apparent. 

1. Shall competition or coéperation be admitted as the basis 
for ratemaking? This question appears to have been answered in 
favor of coéperation. This paper has attempted to outline the 
history of the conflict between these two ideas, to indicate the 
reasons for the ineffectiveness of legislation intended to enforce 
competition and to show that a second and different problem has 
now appeared. 

2. Is the public interest better served by allowing the insurers 
to fix rates under regulatory statutes or by delegating price-fixing 
powers to state officials under state rating acts? This question has 
not become a distinctly recognized issue because it is possible in 
the United States for two radically different methods of regulation 
to exist for some time in different sections of the country without 
any definite decision in favor of either. It is probable, however, 
that in the near future the last-mentioned problem will become one 
of the most important in fire insurance. " 
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PROBLEMS OF FIRE INSURANCE RATEMAKING 


By Rosert Riecen, Px.D., 


Instructor in Insurance, Wharton School of Finance and Commerce, University rit 
of Pennsylvania. Ye 


The first theory of rating risks to be covered by fire i insurance 
was a classification of buildings (which were for some time the only 
property insured) into groups, each risk included in the group taking — 
the group rate. In 1681 there were two such classes in England, 
brick or stone buildings and wooden buildings, and premiums were | 
proportionate to rental values. For each one pound annual rental _ 
2 s. 6 d. was charged for insuring a brick or stone building and 
double this amount for a wooden building. The classification sys- _ 
tem thus begun continued for many years and a relic still remains — 
in the minimum or class rates which are now promulgated for groups 
of properties closely resembling each other, the results of specific rat- 
ing for these not being commensurate with the expense involved. 

' The inability to insure personal property and the calculation of 
premiums on a rental basis have long since disappeared, and rates, 
furthermore, are no longer applied to rental values. In 1706 a 
London office classified risks in three categories, common, hazardous 

and doubly hazardous and, turning attention now to the United 
States, a Massachusetts company in 1798 devised a sixfold classi- 
fication of buildings. The classification was in accord with con- 
struction, roof and walls and a contents classification comprised 
_ hazardous and non-hazardous groups, the rates for contents 
_ depending in part upon the character of the containing building. 
A combination of companies in New York in 1826 agreed upon a 
building classification of eight groups and a division of contents into 
_ four groups, ranging from non-hazardous to specially hazardous. 
is. These brief comments upon the history of rating methods are 

_ merely intended to illustrate the inevitable tendency of early under- 
writers to classify risks for the purpose of arriving at rates. Prior 
to 1870, for example, all risks in the state of Pennsylvania were rated 

on the classification basis, such classification being based on whether 
was of brick or frame construction and the presence 
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or absence of fire protection. The less the knowledge of fire hazards 
the greater the readiness to classify and group, or to put the matter 
in another way, the more thorough the analysis of hazard and the 
appreciation of differences the.greater became the number of groups 
and the difficulty of assigning a risk to a particular group. The 
early application of the classification method is of particular interest 
because of the recently developed demand for a reversion to that 
principle of ratemaking. 
Tue Diminisuinc UserunNess OF CLASSIFICATION 


,. Between 1835 and 1866 many companies introduced the prac- 
tice of recording their experience with each of a large number of 
classes of risks with the object of deriving some information relative 
to the necessary rates upon such classes and the custom continued 
for many years after its usefulness for this purpose had disappeared. 
With an increased appreciation of the multitude of differences in 
construction, use and situation of buildings and the nature and 
qualities of substances the classifications necessarily multiplied, 
but the latter could not keep up with the changes taking place in the 
risks themselves. Modern conditions made the classification method 
of rating increasingly difficult. With increased knowledge and 
accessibility of material building construction became more varied 
and to place a building in a definite class became a more difficult 
problem. The introduction of machinery as a factor in production 
created a greater variety of occupancies and processes and an 
almost universal use of power generated in various ways. Heating 
and lighting methods were also radically modified. It is significant 
that what a prominent student of rating methods calls “the first 
real schedule’ was devised in 1868 and that a great development in 
schedules had taken place by 1890; for the nineteenth century was 
prolific in inventions which radically altered industrial and trade 
conditions. Whole new industries were created by the telegraph 
and telephone, used commercially after 1844 and 1876, respectively ; 
the practical application of coal gas production in 1798; the use of 
coal tar products after 1861 and other inventions too numerous to 
mention. Electricity and steam were more fully developed as 
sources of power. During this century the dynamo and electric 
light came into general use following 1870, the Howe printing press 
was brought out about 1845, the Bessemer process was invented in 
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1855, and there had appeared even earlier the power loom, the cotton — 
gin, gas lighting, and knitting machines. From 1836 to 1867 the 
number of patents issued annually in the United States increased 
from 109 to 13,026. The alterations thus brought about created a 
multiplicity of hazards which made the old classification ideas al- 
most useless for the purpose of rating. 

A few instances may be cited of the difficulties encountered in — 
attempting to classify risks. A group, to be of any value for rate- _ 
making purposes, must consist of a sufficiently large number of risks 
of essentially the same hazard; but so many and unlike were the | 
elements of fire hazard that it became impossible to obtain sufficient 
like risks to form a valid class. Then there was the difficulty of 
classifying a building containing diverse occupancies and congregated 
hazards. Thirdly, with the increasing impracticability of classifica- _ 
tion developed an ever-growing “miscellaneous’’ group of hetero- 
geneous and unrelated risks. Furthermore, since the classifications — 
were comparisons of premium income and losses on different classes 
of risks, and since both premium rates and losses were almost if not 
entirely independent variables, differences in results were attribu- 
table to either and conclusions reached were often erroneous. 

Sufficient has been said to show that classification of this kind | 
had outlived its usefulness as a method of measuring fire hazard. It 
became instead a weapon of competition, almost prima facie evidence 
of lack of codperation. Each company jealously guarded the results 
shown by its records and considered them as a part of its stock in 
trade, indicating the classes of risks which had proved profitable in 
the past and serving as a guide for future policy. The following is i 
an example of ten years’ classified experience (1900-1909) of a — 
prominent fire insurance company,’ showing that with such 


variety of risks included in one class and with losses attributable to *) s 


many different causes, such a record is not available as a basis for 


rates: 


Income 


No. of policies 188,282 Expenses (unknown) 
Insurance written $257,594,702 Number of losses 6,504 


Premiums received 2,965,776 Amt. of losses $2,203,180 


1 Reproduced from E. G. Richards, “Classification—Discrimination,”” 
address before the Insurance Society of New York, 1913. nha —) 
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THe 

Average premium rate for 10 years bit 15% 
Average premium rate for 1911 
Ratio of loss to amount insured 
Ratio of loss to premiums oe 74.2 on! a 


Income includes premiums widely rang- Losses include those caused by ac- 


ing from low to very high, upon more cident, incendiarism, tenants, and 
% than a hundred varieties of stores, in exposure. Lightning not infre- 

buildings of every quality, surrounded quent. Conflagration hazard the 
¥ by every class of tenant and exposure. most serious cause. a 


¥ 
‘ DEVELOPMENT OF SCHEDULES are 4 


For some time rates were adapted to conditions through the 
medium of inspectors. But since the judgments of individual in- 
spectors varied and no evidence of the justice of a rate thus made | 
ever existed, not to mention that the same inspector would often rate t i 7. 
the same hazard differently at two different times, individual judg- c 
ment was superseded by a system based on combined judgment, now 
designated the “schedule” system. This has been called “ guess- 
work” but it is as far from that as from science. It would be more 
accurate to call the schedule process one of “estimation.” The 
advantages of the schedule may be briefly summarized as follows: 

1. It attempted an analysis of fire hazard into component parts. 
Thus even the early schedule of 1868 previously mentioned sub- 
divided construction into walls, roof, floors and floor openings and 
distinguished heating methods, lighting methods, processes, fire 
extinguishing devices, etc., as elements of hazard. 

2. A schedule furnishes a list of the conditions which the in- 
spector can look for, diminishing the probability of overlooking de- 
fects or good features. Thus he is enabled to view the risk with a 
guide-book at hand, so to speak, indicating the places of interest. 

3. A combination of judgments was obtained in determining 
the charges to be made for the particular features of hazard distin- 
guished by the analysis. It might at least be expected that a 
smaller percentage of error would be present under such conditions 
than would appear in the single estimate of any individual inspector. 
This factor became of increasing importance with the progress of 
schedule making. 

Since no compilation of the various early schedules has ever 
been made it is impossible to trace in detail the development of the 
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rating schedule. In New England schedules covering boot and shoe 
factories are said to have been first in use, followed by those covering 
woolen mills, fur hat factories, leather tanneries, etc. One writer 
attaches particular importance to the 1868 ‘ woolen mills schedule” 
of Providence. From this date on the schedules in use multiplied 
rapidly. It is recorded that in St. Louis they were first adopted 
and printed in 1875. By 1890 a number of small mercantile sched- 
ules began to appear. 

To avoid confusion it should also be stated that while the 
schedule has been of increasing importance as a factor in rating it has 
not entirely displaced the classification theory. For there are 
certain ‘“‘minimum”’ rates still prescribed quite generally for non- 
hazardous classes of risks of a same general nature, such as dwellings, 
churches, ete. It is not very difficult to secure a number of such 
risks sufficient to produce a good average and the differences in 
hazard as between properties of such classes are so small as to render 
the expense of separate consideration impracticable. In one locality 
at least steps have been taken to rate even risks of this nature by 
schedule. 


THe Mopern SCHEDULE 


The modern era of schedule rating may be justifiably said to 
begin with the publication in 1893 of the Universal Mercantile 
Schedule, an attempt to devise a system of rating universally appli- 
cable and to render special schedules unnecessary. While seldom 
applied as published this schedule has served as a basis for the con- | 
struction of other schedules throughout the East and has thereby i 
exerted a profound influence on the methods of rating. While a : 
description of the construction of the schedule and its application - 
would occupy considerable space, its underlying principles and 
general theory can be sufficiently described for present purposes in 
a few paragraphs. 

This schedule started from a basis rate for a “standard’’ build- 
ing in a “standard” city. It was necessary for the underwriters 
engaged in the preparation of the schedule to accurate'« define 
therefore a “standard” city and also a “standard” | ilding. 
Having done so their combined judgment and such experience 
records as were available and suitable dictated a rate on such a 
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This figure was the result, then, of a combination of judgments or, 


stated in another way, a concensus of opinions. It was then nec- . 

essary to decide what the rate should be on a standard building in Die 
a given city and for this purpose the given city is compared with the a, 
standard and additions to the basis rate made for deficiencies and “3 


deductions from the same for superiorities. The result is called the 
“key rate.” In order to find the rate for a given building the con- 
struction, occupancy and exposure of the building in question must 
be considered. Additions made to the “key rate’’ for inferiorities 
of the building construction as compared with the standard together 
with allowances? for superiorities bring the calculations nearer to the 
final result, which is reached when additions are made for the use of 
the building and the nature of its surroundings and deductions for 
protective devices and any other circumstances reducing the hazard.* 
Additions to the rate for hazardous features are in general by flat | 
amounts while allowances are usually made on the basis of percent- 
ages of the rate up to the point where the deduction is made. 
Three features of this schedule present themselves as worthy of er 
special note in connection with the present discussion. In the first : Ge 
place the Universal Schedule is a schedule preéminently dependent H 
upon judgment. The basis rate is an approximation designed to a: 
bring as an ultimate result a fair profit to the companies and to cover q th, 
unanalyzed features of hazard. The charges for defects and al- 
lowances for superiorities are the result of limited data and extensive 


estimates.‘ The authors of the schedule have stated that they con- 
sidered the substitution of combined for individual judgment as one 
of its important contributions, as indeed it was. Secondly, the 
schedule was adaptable only with difficulty to changing conditions. 
Loss costs are always changing while many of the schedule charges 
were fixed, being flat amounts. Thus final rates would be now too 


2 Allowances are usually made on the basis of a percentage of the rate up to the 
point where the deduction is made. 

3 It should be understood that the schedule itself is not nearly as simple in 
form as might be supposed from this brief description.” On the contrary, many 
features of construction may be considered. ‘The Universal Mercantile schedule 
lists 1,000 distinct occupancy classes and a formula for calculating the exposure 
hazard is necessary. 

‘ This is not intended to detract in any way from the value and importance 
of the Universal Schedule, which, as elsewhere explained, was one of the most 
notable contributions to fire insurance ratemaking. 
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necessary to change all or a part of these fixed charges. The schedule 
thereby lacked stability and was apt to lose consistency. Thirdly, 
there was an absence of relation between charges and credits for 
certain features of the risk which were seemingly related. Thus 15 
cents (say) were added to the risk for an open stairway, regardless 
of the area of the building, its height, character of floors, or other 
features. Whatever relations might prevail originally were also 
likely to be lost through the necessary process of “‘ patching”’ referred 
to above. 

As might have been expected the second important universal 
schedule, the “‘ Analytic,’’ was an improvement in many respects 
over the Universal. In general, it presented a better formulated 
analysis of hazard and a concentration of judgment at one basic 
point instead of at many points. A schedule, by the theory of the 
new system, was a standard used to measure the relations of the 
hazards of different parts of a risk, the relations of similar or different 
risks in different places and the relations of similar or differentrisks _ 
at different times. In order to bring about a relationship between — 
the schedule additions and deductions for features of the risk itself 
practically all such additions and deductions were made percentages 
of the basis rate and they vary as the basis rate varies. In order to 
bring about a place relationship a number of tables giving basis rates 
are constructed, from which a rate giving satisfactory results can — 
be selected after trials with a large number of risks in several towns, 
This schedule can be adapted to changing conditions, or to continue 
the terminology used, time relations can be maintained by changing 
the basis rate to meet the changing loss ratios when necessary. 


is relatively easy. 

It can be seen that, regardless of any opinion respecting it 
practical application and results, the Analytic Schedule marked a 
distinct advance in theory. Features which cannot here be consid- 
ered, for lack of space, showed the progress which had been made _ 
in the analysis of hazard and from what has been said it is evident — 
that the Analytic system was not open to some of the criticisms — 
which were directed against the Universal Schedule. There wasa _ 
fundamental and important distinction between these two methods 


’ The basis rate varies with the height of building and class of town. 
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which cannot be overlooked. The Universal Schedule was deduc- 
tive in nature, seeking to describe various portions and kinds of 
hazards and to set a value on each, from which rulings a rate could 
be arrived at. The Analytic Schedule was pragmatic, seeking to 
arrange a series of relations, the expression of which in absolute ~ 
amounts would depend upon the results to be attained. A basis 
rate was to be selected such as would yield a fair profit to the insurer. 
If aggregate results show only a fair profit and all relations have been 
correctly established therallowances and deductions for the various 
elements of hazard must be equitable. This changes the basis of 
charges and credits from deductions to facts and statistics. In- 
creased importance in determining rates is given to the changing fire 
losses and the aggregate amount which must be collected to yield a 
profit. It is most important to see how well this improvement in 
method satisfied the increasing public disapproval of what were 
considered inequitable discriminations in rating, for such an under- 
standing is fundamental to an appreciation of recent developments. 


Pusiic ATTITUDE TOWARD RATES 


* Of late years the problem of fire insurance rating has contin- 
uously engaged the attention of legislators, almost to the exclusion 
of other important phases of the business. Investigations have 
been conducted in at least nine states® during the past six years and 
several distinct types of laws have been evolved for the regulation of 
the companies’ activities. The space devoted to rating problems 
in technical journals has vastly increased. Criticisms of methods 
employed have been so severe as to induce several states to endow 
the commonwealth with the power to fix the price to be paid for 
insurance. It is evident that underlying such widespread and con- 
tinuous dissatisfaction there must be some basic contentions, some 
identical thoughts common to all these forms of expression, some 
issues which deserve to be recognized and met. From a study of the 
press and the available literature, including reports of the various 
investigations conducted, there appear to be three distinct conten- 
tions advanced by legislators, insurance officials and the persons who 
purchase fire insurance. 

(1) The first of these, that fire insurance companies have in 


* New York, Wisconsin, Missouri, Ohio, New Jersey, Pennsylvania, North 
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general over a considerable period of time made exorbitant profits, 
is losing weight. Those who make this claim contrast the total 
profit derived from the risks written and from interest earned, with 
the capital stock of the companies. This would sometimes show a 


profit of 85 per cent on the capital stock. The capital stock is not, 
however, in the economic sense the real capital, which in fact com- 
prises the capital, the surplus and a certain portion of the reserve. ie 


perhaps 11 per cent. A New York investigation led to the conclu- - 
sion that the six largest companies earned on the average about 10.1 _ 
per cent on this basis and had a dividend rate of 5.4 per cent from — 


1890 to 1909. Medium sized and new companies had a much less 
favorable experience. It would seem that with respect to this 
contention the critics have at least exaggerated matters. 

(2) It is claimed that it is unfair to compel the citizens of a 


state which has yielded profitable results to underwriters for years * 
to bear the burden in part of citizens of other states in which the ~ 


experience of the companies had been unsatisfactory, not to say — 


disastrous. This argument may be best illustrated by the following 
statements, which are virtually condensed abstracts from the report 


of an insurance superintendent.’ ‘There is no reason for imposing _ 
the highest level of rates on Illinois, as is shown by the following | 


30 per cent higher as regards contents than in four or five other 
states. This is demonstrated by the following figures :* 


1810-1913 


Chicago, Ill. 


St. Louis, Mo. 


“Dean Schedule rates vary according to the basis rate which _ 
is used. The following is a comparison of the basis rates for Illinois _ 


and other states of the Middle West.*® 


7 Report to Gov. Edward F. Dunne on Investigation of Fire Insurance Condi- 4 > 


tions and Rates in Illinois, 1915. 


* The accuracy of these figures and correctness of the statistical methods em-— 


ployed are immaterial; they are merely copied to illustrate the argument advanced. 
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Illinois (North) 60 70 95 1000 
Illinois (South) 70 70 95 1000 
Ohio (prior to 1914) 70 90 95 + 
Qhio (1914) 50 60 80 80 
Ind., Mo.,and Mich, 60 70 95 


Thus it appears that higher rates are charged in Illinois than in Ohio 
and Missouri, whereas the latter states show a higher “loss ratio.” 
This contention may to some degree be likened to the demand of 
individual employers for an allowance in compensation rates because 
they have had fewer or less costly accidents than other employers in 
the same business or industry. 

(3) It is claimed that it is unfair to compel the owners of profit- 
yielding risks to bear the burden in part of unsatisfactory classes of 
risks. A concrete illustration of this criticism is the question 
asked by the Superintendent of Insurance in Missouri:* ‘‘ Why 
is the basis rate on grain elevators $1.50 and on iron foundries $1.00? 
Why a basis rate of $3.45 on the mill room of a distillery and 35 cents 
on the transformer station of an electric light plant?’”’ He goes on 
to state: ‘‘I assumed that when the companies fixed a basis rate of 
$2.00 on a given classification this could be justified by their experi- 
ence but was soon informed that this was not the system in vogue.”’ 
This contention merely embodies an extension of the principle of the 
application of experience, statistically presented, to the rating of 
classes of risks. 

Summarizing the attitude of the critics, they challenge under- 
writers to justify their rates by statistics and contend that experience 


should be the basis of rate-making. 


RECENTLY PROPOSED SOLUTIONS 


The Universal Mercantile Schedule and the adaptations thereof 
made practically no attempt to justify their results by statistics. 
Individual companies in the main regarded what figures they pos- 
sessed as a part of their stock in trade, and the underwriters’ asso- 
ciations were usually powerless to collect the data necessary to 


ba Report of Insurance Superintendent of Missouri, 1912. 
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measure the equity of the schedule’s application to various classes of 
._risks. The same is true of the AnalyticSchedule. In fact its author 
stated that ‘statistics can never give us the slightest clue as to the — 
adequacy of these charges or credits. The causes of most fires can- 

not be ascertained. . . . . Aninstant’s thought will show that 

we are forever precluded from obtaining through classified statistics 
the contribution of such factors as area, height, wall thickness, floor- 
way openings . . . . or any other of the features of hazard 
enumerated in a modern tariff.’ 

A rate expert who made the rates in Missouri said, “I have _ 
never seen any statistics covering fireproof buildings. I have no ~ 
statistics to justify any of the basis schedules other than what I have 
quoted as to the average experiences of the State of Missouri, and - 
they cover only the aggregate results. Many of the schedules may 
be too high, and others too low, but in the aggregate they produce __ 
fair and reasonable profits.’’' Aninsistent demand at the Annual _ 
Conventions of Insurance Commissioners that such conditions be 
remedied resulted in the establishment by the National Board of 
Fire Underwriters of an Actuarial Bureau to ascertain fire loss costs. _ 
Subsequently two new schedules were devised, one combining some | 
of the features of the Universal and Analytic systems and the other 
designed to make use of the data collected by the Actuarial Bureau 
mentioned. 

The L. & L." Schedule. While varying greatly in the methods 

_ adopted to accomplish its purpose, this schedule is not fundamen- 
tally different from the Universal Schedule. The values assigned 
to the elements of hazard appear to be dependent upon combined 
judgment and such conclusions as may be drawn from the results of — 
intelligent experimentation. Certain of the methods of arriving | 
at particular items bear some resemblance to features of the Univer- 
sal Schedule, such as beginning with a basis rate for a standard 
building in a given city, charging flat sums for defects and deducting 
by percentages.‘ Two features in particular, however, are distinctly 
novel; the use of a factor designated the “burning degree,” andthe 
emphasis placed upon the influence of floor resistance. . 
The “‘burning degree’’ is a figure deduced from the type of 
10 A. F. Dean, Fire Hazard: Is It Measurable? p. 20. 
" Report of Superintendent of Insurance of Missouri, 1912, testimony of Mr. H. 


M. Hess. 
ce? # Full title “The Larter and Lemmon Rating System,’’ New York, 1916. 
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‘building construction and the nature of the occupancy and indicates 
the ignitibility and combustibility of the risk; this figure is fre- 
- quently used as a multiplier in certain sections of the schedule. 
_ Reference to a table of occupancies provides three burning degrees 
- for each class of occupancy—one when situated in a fire-proof 
building, one in a brick building and one in a frame building. The 
object of this device is to allow a table prepared with one set of 
_ charges to be intelligently used in connection with all classes of risks. 
The manner in which the burning degree is used will serve to illus- 
tt this. Suppose in a risk, an area of 5,000 square feet, the 
minimum schedule charge being 1 cent per 1,000 square feet or a 
total of 5 cents. If this area is occupied by a stock of wholesale 
groceries the charge of 5 cents is multiplied by 2, this being the burn- 
ing degree for such an cccupancy, and the final charge becomes 10 
cents. If occupied as a garage for gasoline cars with a burning de- 
gree of 4 the final charge becomes 4 times 5 cents; celluloid stock, 8 
times 5 cents; etc. The burning degree is applied to the charge for 
occupancy in the same manner. A table of occupancies provides 
initial charges for various kinds of occupancies in cities of different 
classes, and these initial charges are multiplied by the burning de- 
gree of the risk to arrive at the final charge for occupancy. The 
same is true of the initial charges for ignition hazards, obtained from 
a table of hazards, and also charges for unprotected interior supports. 
Thus the initial charge of 2 cents for a coal stove would be multiplied 
by the burning degree of a furniture store, if situated therein, the 
‘final charge being 3 times 2 cents. In brief, the object sought by the 
use of the burning degree is the regulation of charges for area, oc- 
cupancy, hazards and supports in accordance with the environment 
of these factors, that is the ignitibility and combustibility of the 
risk. For convenient notice the features of hazard to which the 
schedule applies the burning degree are indicated on the following 
chart by enclosure in dash lines. 

Considerable credit is given for efficient floor separation be- 
cause of its value in resisting the spread of fire from story to story. 
While the burning degree is used as multiplier the figure representing 
“floor resistance value”’ is used as a divisor. It affects the charges 
for area, ignition hazards and occupancy. Thus suppose a building 
of five stories with a total floor space of 30,000 square feet, and floor 
and opening protection which is gives a value of 175 per cent. 
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The total area charge ™ for 30,000 feet of floor space after allowance 

for burning degree assume to be 42 cents. This is divided by 1.75 
; reducing it to 24 cents. Ignition hazard charges and occupancy 
charges are similarly treated. For convenience these three charges 
are added before dividing by the floor resistance value. For con- 
venient notice the features of hazard to which the floor resistance 
reduction applies are designated in the following chart by enclosing 
them in dot-and-dash lines. 

It should also be noted that in this schedule the grade of the city 
or town in which the risk is located is considered not only in the 
basis rate, but in several other connections; it is a factor in deter- 
_ mining the initial charges for building construction, area, occupancy 
and coinsurance. The effect of the grade of town upon the charge 
_ for area will serve as an illustration of its influence. The initial 


oe charge per 1,000 square feet in a city of the first class is .7 of a cent; 


in a town of the tenth class the charge is 2.3 cents. The factors of 


hazard influenced by the grade of city or town in which the risk is 


located are indicated on the accompanying diagram by enclosure in 
solid lines. 

It is desirable, in order to afford something of a general view of 
_ the system followed by this schedule to introduce the following dia- 
gram, bearing in mind, however, that such a diagram can only fur- 
nish a crude sketch of its general outlines and not a detailed de- 
scription of the methods used for valuing the sub-divisions of hazard. 


_ Viewed from top to bottom the diagram presents the order in 
_ which the items of hazard are considered in the schedule. Thus it 


_ proceeds from the basis rate to the features of building construction, 
the area and height, hazard of occupancy, hazards of ignition, de- 


_ ductions for good features such as protective devices, exposure of 


_ the risk to environment, lack of care and precaution and finally, 
failure to sufficiently insure the property. Viewed from the left 
_ to the right side the diagram attempts to present a rough sketch 
of analysis of the main features of hazard and brief notes of the fac- 
tors considered to affect the various sub-divisions of hazard. Thus 
the basis rate is determined by the character of the town in which 
the risk is situated;:the building construction is considered under 
the heading of walls, finish, interior supports, chimneys, roof and 


8’ Not including, however, an addition of 25 per cent to the charge for each 
floor above the fourth. 
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skylights. The charges in connection with the item of walls are de- 
termined by the grade of the town in which the risk is found and 
the character of the wall construction as compared with the stand- 
ards established by the Building Code of the National Board of 
Fire Underwriters. Other main elements of hazard are similarly 
analyzed. In order to bring to attention the significance of the 
three exceptional ideas of this schedule, the features of hazard 
affected by the grade of city are enclosed in solid lines, the features 
of hazard affected by the burning degree are enclosed in dash lines, 
and the features affected by floor resistance in dot-and-dash lines. 
Thus a general impression can be formed of the extent to which 
the application of these three ideas affects the rate on a risk. 


Fire fighting facilities 
General structural conditions 
Climatic conditions 


Thickness, etc 
Grade of city or town 


Number of stories 
Grade of city or town ;, bs 
py Const ruc- pees Grade of city or town ay 
tion 
|, SUPP: 


No. floors conerel construction 


Burning Degree Character of occupancy 


hts Specific charge varying with grade of city 


No. of square feet of floor space 
Burning degree 
Ploor resistance 


he ight} cist added to area charge for stories above 4th 
16 Similar addition for Ignition Hazards 


urning degree 
Floor resistance 


Light, heat, pow- Nature of device 
er and industrial Grade of tom i 
processes Burning degree 
Story in which located 


Protective, preventive Percentage of the rate 
and warning devices up to this point deducted 


lling occupancy exclu Percentage of the rate 
ively above first floor up to this potnt deducted 


Height and protection of risk and distance from expcsures 
Rates of the exposures Wiha? 
Walls of risk and exposures 
Communications and falling wall hnazerd 

Buildings in frame rows 


Dangerous and Re- Specific charges for poor management, un- 
moveable conditions tidiness, lack of simple protective devices 


Coinsurence lack of insurance to 80% of value specific 
- sented addition to rate, depending on grade of town 
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oe Only considerable experience in its actual application to a num- 
ber of risks would make it possible to judge of the ultimate results of 
- guch a schedule. While it is being used experimentally in certain 
s territory no conclusion has yet been arrived at by underwriters as 
far as is known, regarding its ultimate value. Viewing it in a broad 
way, however, one fact seems important. Will it serve to aay ex- 
tent to remove the dissatisfaction hitherto existing with fire insurance 
i - rating methods? It will be remembered that earlier in this paper 
the two principal criticisms of methods extant were founded upon 
one conception—that a difference in rates as between localities or 
between classes of risks should be statistically justifiable. In other 
aa - words, it is demanded that the foundation of judgment of the equity 
of rates shall be experience reflected in statistics. The public ap- 
pears to refuse to be satisfied by the experience, judgment, or what- 
ever it may be termed, of underwriters, however experienced or ex- 
pert they may be or however logical their reasoning. Nothing less 
than figures will satisfy it. Then however much of an improvement 
over previous theories any schedule shows, unless it can justify 
itself by recourse to classified experience™ it does not approach 
the standard for which critics are contending. This article is not 
an attempt to prove the feasibility of experience rating, for which 
proof probably an actual test is indispensable, but rather is intended ts 
to raise the question of whether such a test, from the standpoint of Ae 
the insurers, is not highly desirable. 

The E.G. R. Schedule.“ In distinct contrast with all the sched- 
ules previously mentioned the E. G. R. schedule is an attempt to de- 
vise a method of ascertaining the total cost of insuring risks of vary- 
ing character by an analysis of statistics of pastexperience. Inorder = a 
to be successful the statistician who furnishes the ultimate data from 
which rates are derived must be provided with an “insurance 
written’’ and a “‘loss”’ card for every risk, showing the state and the 
city or town in which located, the occupancy class in which the risk 

‘ falls, the amount written, the term of the contract, the expiration, 
the grade of building, the grade of occupancy, the grade of internal 
“4 “Classified experience’? must be carefully distinguished from the “ classi- 
fications”’ described earlier in this paper, which have little if any value for rating 
purposes. 
‘ Full title The Experience Grading and Rating Schedule, by E. G. Richards, 
until recently President of the National Board of Fire Underwriters, New York, 
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exposure and external exposure, etc. The use of this information 
will be apparent later. It is proposed when the data are available 
to divide and subdivide the cards in order to arrive at the particular 
kind of information desired. For this some method of classification 
must be adopted. 

The method of procedure is (1) to ascertain the ratio of losses, 
expenses and a fair profit to the insurance written on all risks in the 
United States, (2) to obtain a similar ratio for the average risk in each 
particular state, (3) to ascertain the average United States’ rate on a 

= of a specific class. Since the first two steps given are to be 
accomplished with relative ease, consideration of them may be de- 
ferred until later and attention first devoted to the method employed 
in connection with the ascertainment of an average United States’ 
_ rate on a risk of a specific class. It is to be emphasized that the 
data for this rate are to be obtained from experience throughout the 
_ United States, for no one state is sufficiently large to furnish a safe 
average experience upon a given class of risk. 
In order to classify experience for obtaining a rate on a risk of 
a specific class, three principal features of hazard are distinguished. 
_ The cards above mentioned are to be divided according to inherent 
hazard, internal exposure and external exposure. Being a depart- 
ure from the rather general division of hazard into construction, 
occupancy and exposure, these classifications require some definition. 
Inherent hazard is the danger of loss due to inherent qualities of an 
occupancy; the volume of inherent hazard would be modified by the 
character of building in which contained. Jnternal exposure is the 
danger of loss due to the presence in the building of occupancies 
other than the risk under consideration. External exposure is the 
danger of loss by reason of surrounding hazards outside the building 
of the risk in question. Therefore the total hazard is considered as 
comprising the hazard emanating from the inherent qualities of the 
risk in question, the hazard consequent upon the existence in the 
same building of other occupancies and that present by reason of 
the environment outside the building in which the risk is situated. 
The method of treating these three principal features of hazard is 
similar and a detailed description of inherent hazard alone will be 
sufficient. 

The cards of inherent hazard are first divided into ten grades 

of towns; the town grades being determined by a plan of the Fire 
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Prevention Committee of the National Board of Fire Underwriters. 
Each town grade is then sub-divided into 430 occupancy classes, 
- according to a National Board occupancy table which designates 
building risks by odd numbers and contents risks by even numbers. 
A building containing wholesale groceries is No. 137 and wholesale 
groceries contained in a building No. 138. These occupancies are 
__ ¢lassified as being in fireproof, brick or frame buildings. Occu- 
- pancies in fireproof buildings are then sub-grouped in 10 classes, 
Pee, according to quality of building if a building risk or quality of con- 
tents if a contents risk, and brick and frame buildings are similarly 
_ treated. There now exist for each occupancy thirty quality grades 
of building risks and thirty quality grades of contents risks. Each 
at ‘of these thirty grades must then be sub-divided, the building risk 
grades into ten groups according to the quality of contents and the 
contents risk grades into ten groups according to quality of building. 
In brief, the amount of risk is determined by (1) the type and 
+ b - quality of building construction, of which there must be many 
ve classes, to allow for the variety of risks to be found and (2) the class 
and quality of the occupancy, of which there must be many groups 
hap . for the same reason. After such a division of experience, it will be 
. re . possible to determine, for example, inherent loss cost upon a whole- 
_ sale groceries risk of the fifth grade situated in a brick building of 
the Ist class in a first-class city. Assume this to be, for sake of 
illustration, 87 cents per $100 of insurance. 
It is necessary now to classify the cards of writings and internal 
. exposure losses, which is done in a similar manner, except that sub- 
_ division into each occupancy class is now unnecessary. Following 
“ the same plan of refinement of experience, ten grades of quality 
_ of exposure for each of ten classes of buildings are finally arrived at. 
_ It is now possible to ascertain for example the loss cost of a grade 2 
_ internal exposure to an occupancy in a grade 1 brick building in a 
_ first-class city; which assume to be 35 cents. 

A similar process for external exposure reaches a similar climax 
and an external loss cost of 23 cents. 

Thus an inherent loss cost of 87 cents, an internal exposure 
cost of 35 cents and an external cost of 23 cents compose the total 
loss cost of the risk, $1.45 per $100 of insurance. A summary of the 
procedure thus far is given in the accompanying chart." 

Originally published in the author’s “Fire Insurance Rates,”” Quarterly Jour- 


nal of Economics, August, 1916, and — here with the kind permission of 
the Quarterly Journal. 
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-- But such cannot be the rate on the risk for it would make no 
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provision for expenses or profit. A study of expense statistics leads 
the schedule’s author to the conclusion that expenses are about 414 
per cent of all costs; therefore the loss cost, $1.45 must be 584 per 
cent of the total cost. In this basis $1.02 would have to be added 
to the loss costs for expenses, giving $2.47 as the total cost. Adding 
to this 5 per cent of itself, or 12 cents for profit, the final rate is 
$2.59 for a risk of this particular nature in the United States. 

But losses and expenses on risks vary with the state in which 
a risk is situated. One of the complaints against other systems of 
rating, as was noted, was the failure to give sufficient consideration 
to the loss record of the state. It is necessary to proportion this 
rate of $2.59 to the loss record of the state in which the risk is situa- 
ted, which we may assume to be New York. The average rate of 
premium for all risks in the United States is found, by reference to 
statistics which are available of stock companies’ underwriting 
experience, to be 112.5 cents, this figure including expense and 5 per 
cent profit. The average rate of premium for all risks in New York 
is found to be 75.1 cents.” The risk in New York state should pay 
only about 751/1125ths of the average rate of a particular class of 
risk in the United States. For a risk of the kind for which figures 
have been assumed here, situated in New York state, the rate would 
therefore be 751/1125ths of $2.59 or $1.73 per $100 of insurance. 

A noteworthy feature of this system of measuring hazard is the 
avoidance of dependence upon the experience of a single state. 
Instead the rate for a given kind of risk in the United States is arrived 
at and the rate for a given risk in any particular state is found by a 
proportion in which the rate in the given state is to the rate in the 
United States as the experience of the state is to the experience for 
the entire United States. By this device the danger of inadequate 
data as a basis for premiums is immensely reduced while, on the 
other hand, the risks in every state are rated in accordance with the 
experience of their particular state. The E. G. R. schedule is thus 
plainly an endeavor, however successful or unsuccessful may be its 
results, to fairly meet the objections of critics to existing methods of 
measuring hazard. 


"In arriving at the average rate for a state unusual conflagration losses are 
apportioned among all states. California’s loss cost would be 2.327 if it bore the 
total conflagration loss itself but is considered as only .716 per cent after the con- 
flagration loss is distributed among all the states. 
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With regard to conflagration losses it has always been contended 
that no single state’s experience was sufficient to form an average, 
since conflagration losses are sudden, extremely large and occur at 
indeterminate intervals; and statistics of fire losses verify this 
assertion. The costs of such uncertain and incalculable losses, if 
collected solely from the risks of the particular state in which the 
great fire occurred, would make the average rate so excessive as to be 


uncollectible. Thus the Bangor fire causes the average loss cost in _ : 


Maine for the ten years 1903-1912 to be $1.02, the Baltimore fire 
makes the cost in Maryland $1.26 and the San Francisco fire raises 
the cost in California to $2.33. Only the entire United States ex- 
perience (if that) will suffice for the averaging of such losses, and the 
schedule under consideration arranges for this by distributing them 
among all the states. Apportioning the large losses of this kind 
among the states, the loss cost of Maine is reduced to $1.00, that of © 
Maryland to .47 and that of California to .72. It is alleged that 
formerly the companies were accustomed to recoup such losses in 
such localities and from such classes of risks as might be most con- 
venient without regard to the equity of the collections. Thus 
it was stated that “In applying the San Francisco advance, 
the exchange was instrumental in perpetrating an injustice upon 
the insuring public. . . . . Assuming that necessity existed 
for such a step, the burden should have been equitably distributed 
over the entire country or at least over the conflagration areas of the 
country. As it was, rates were not advanced everywhere, nor was 
such advance uniformly maintained where it had been effected.’ 
Any effort to provide a systematic method of treating the advances 
in rates made necessary by conflagrations is certainly to be com- 
mended. 

But the fundamental and basic feature of importance in this 
schedule is the effort to provide a statistical foundation for rates, 
so that the latter become the exact reflection of the results of ex- 
perience. This endeavor strikes at the root of the criticism that 
the equity of a rate should be demonstrable by figures, and if feasible 
will definitely remove the present objection to methods of rate- 
making. However unsatisfactory the immediate results may be 
conceived to be, such a proposal affords at least an opportunity for 
the constant improvement of a single and well-defined plan as con- 


18 Report of 8S. Deutschberger to the Insurance Dept. of N. Y. July 21, 1913. 
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trasted with the previous procedure of successively presenting dif- 
ferent types of schedules in the hope that one might be attained 
which would render results satisfactory to the public and the un- 
derwriters. It would seem that the proposal to ufilize experience 
in a statistical form would appeal equally to the insured and the 
insurer, inasmuch as it would be of immense assistance in removing 
the prejudice and ill-considered legislation which have rendered 
unpleasant the past relations of the companies and the public. 

A few words may be said concerning the collection of the data 
necessary to make practicable the plan outlined. On January 1, 
1915, a standard classification was adopted and the Actuarial Bureau 
of the National Board of Fire Underwriters began the collection of 
experience from nearly 190 companies, fully one-third of which were 
mutuals and non-members of the National Board. Its work has 
been greatly furthered by the coéperation of the insurance depart 
ments of a number of states and there were in May, 1916, 236 com- 
panies coéperating in the work, including 125 National Board com- 
panies, 59 non-member companies and 52 mutuals. During the 
year 1915 about 650,000 loss reports were received and at the present 
rate there will be on file at the end of 1916 over a million reports of 
losses sustained and paid by members of the Bureau. 
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INSURANCE OF THE CATASTROPHE HAZARD 


By H. Buancuarp, Pa.D., 


Instructor in Insurance, Wharton School of Finance and Commerce, University 
of Pennsylvania. 


In insurance, as in other forms of business enterprise, an excess 

of disbursements over income is fatal to success, and security against 
the consequences of events which abnormally increase disburse- 
ments is a matter of primary interest to insurers and to policy- 
holders. The largest and most variable item in the disbursements 
of an insuring organization is that attributable to “losses,’’ pay- 
ments on account of the occurrence of events against which insur- 
ance has been granted. Premiums, which are supposed to provide 
resources to*meet loss payments, are calculated on the basis of the 
theory that past losses furnish an approximately accurate guide to 
the future. Hence an abnormal excess of actual losses over expected 
might bring about such an increase of disbursements as to lead to 
embarrassment or insolvency for the insurer and to inadequate pro- 
tection for the insured. 

Any event which causes a loss sufficiently great to embarrass 
an insuring organization and to endanger the security which it 
offers to policyholders is known as a “‘catastrophe.”’ The point at 
which losses resulting from a single event become sufficiently large 
to classify the event as a catastrophe varies between insurers; the 
larger the income account, the larger the loss which can be experi- | 
enced without serious disturbance. It varies also in the minds of 
insurance officials; the more conservative the management, the | 
lower the point. Wherever the point may be, adequate protection | 
of the policyholder demands that the insurer take measures to — 
secure itself against such catastrophe losses. 

Susceptibility to catastrophe varies greatly between different _ 
classes of risks and is dependent upon the probability of a single 
event causing a serious loss. The congested districts of large cities 4 
are subject to catastrophies in the form of conflagrations; isolated 
farm houses present no possibility of such losses. A single mine 
accident may cause deaths and injuries which entail abnormally 
large payments under a compensation law; an equivalent accident _ 
could not occur to the widely scattered drivers of a taxicab company. 


, 


« he 

. ig’ 


INSURANCE OF CATASTROPHE HAZARD 221 


The employes of a factory operated by steam power are subject to 
an explosion hazard which does not exist in an electrically operated 
plant. 

Further, the catastrophe hazard bears no necessary relation to 
the average losses on a given class of risks. One class may show a 
heavy loss experience due to a large number of individual losses, no 
one of which is unusually serious. In another, losses may occur 
only occasionally but each loss may be extremely heavy, approach- 
ing or reaching the point which places it in the catastrophe group. 

No one form of security against the catastrophe hazard has 
become standardized, each insurer adopting whatever of the avail- 
able agencies seem best or most expedient—its decision resting on 
considerations of the size and character of its business and its 
underwriting practices. Three general methods are in active use; 
refusal to assume risks involving a catastrophe hazard, accumulation 
of reserve funds from which extraordinary losses may be paid, and 
shifting catastrophe risks to other insurers through reinsurance. 

Limits. The simplest and most obvious method of dealing 
with the catastrophe hazard is to avoid it altogether by refusing to 
accept liability for losses beyond a certain amount on a given risk or 
group of risks. A fire insurance company may limit the amount of 
insurance which it will write on a single building, in a single block, 
or in a single “conflagration district.’’ Employer’s liability insur- 
ance is written with standard limits of $5,000 and $10,000; the 
$5,000 limit applying to liability for the injury of any one man, 
and the $10,000 limit applying to liability for injuries arising out of 
any one accident.! Underwriters at Lloyds limit the amount of 
marine insurance which they will grant on a single vessel; life insur- 
ance companies refuse to write policies with too large a face value; 
and principal sums of accident insurance policies are restricted in 
like manner.” 

Further examples of this type of practice could be cited from 
practically every form of insurance. It is the individualistic method 


' An increase in these limits involves the payment of additional premiums, 
the amount of which is determined by the susceptibility of the risk to the 
catastrophe hazard. 

? Limits are also often set in order that the insured may not be able to 
make a profit by collecting the amount of the insurance, thereby minimizing 
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years. These insurers accumulate a “catastrophe reserve 
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of meeting the problem, each insurer assuming whatever risk it can 4 
safely carry and leaving the remainder to be placed with other © 
insurers or retained by the policyholder. Its application forces — 
large concentrated interests to seek their insurance from several 
insurers and increases the complexities attendant on a settlement — 
of loss. | 
Accumulation of Catastrophe Reserves. Every insurance organ- 
ization maintains a surplus from which, if necessary, unusual > 
demands may be met. Even with careful attention to the limita- 
tion of risk there is a possibility of unusually heavy losses due to_ 
general conditions, and occasionally risks which underwriters have 
considered as “‘separate and distinct”’ may be shown to be connected 
in an unforeseen manner. Proper mangement requires a fund 


such losses. 

Some organizations assume risks which are known to involve a_ 
catastrophe hazard on the theory that, while a catastrophe loss may | 
embarrass them if it must be met from a single year’s income, they _ 
will be able to meet such losses successfully if spread over a term of _ 
.. 


lowing years. The state workmen’s compensation funds are © 
required by law to maintain such reserves which, with one exception, _ 
are their sole immediate resource for meeting catastrophe losses. 
For example, in New York ten per cent of the premiums received — 
by the fund are to be set aside until a total of $100,000 is reached, 
after which five per cent are to be set aside until the fund is large 
enough to cover the catastrophe hazard. : 
Maintenance of catastrophe reserves by individual insurers is at 
best of limited efficacy, particularly in the case of young or small 
organizations. Their adequacy as a protection against serious loss _ 
is open to question in most cases and they require that large sums be | 
kept on hand in. comparative idleness. | 
Reinsurance. Reinsurance is the latest and most favored 
method of dealing with the catastrophe hazard. The practice of 
limiting risks is objectionable to policyholders, who prefer to place 
as much insurance as possible with one company, provided it offers 
ample security; and also to insurers, who desire to offer coverage for 
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large risks and thereby increase the attractiveness of their agency 
contracts. The practice of reinsuring with other companies that | 
portion of a risk which involves a catastrophe hazard enables a peor 
single company to assume large “lines” and, at the same time, offer "aon 
security to its policyholders. Each reinsurer limits the risk which 
it will assume in order that its own stability may not be threatened, 
and requires the original insurer to retain a certain part of the risk to 
promote careful selection. 

Reinsurances may be effected by the submission of individual 
risks to the reinsurer for acceptance or by means of a general con- 
tract under the terms of which the reinsurer automatically assumes 
a stated amount on each risk at the moment that the risk is written 
by the original insurer. Reinsurers are divided into two broad 
classes; independent reinsurers, whose relation to the reinsured is 
purely one of contract for indemnity, and mutual reinsurance or- 
ganizations of which the reinsured are members. 

Fire Insurance. The practice of the Associated Factory 
Mutual Fire Insurance Companies illustrates one method of rein- 
surance. If one of these companies accepts a risk larger than it 
seems wise to carry it immediately negotiates with other factory 
mutuals to cover the excess above the amount which it desires to 
retain. The amount ceded to any other single company depends on 
the judgment of the reinsurer and the reinsured as to the risk which 
can be carried safely. Under this plan each risk and each rein- 
surance is a separate problem to be independently settled. 

The “reinsurance treaty,”’ a form of contract used by Euro- 
pean companies specializing in reinsurance, furnishes a simple and 
comprehensive method for shifting surplus risks. Under the terms 
of these contracts the reinsurer agrees to assume automatically a 
specified portion of each risk, subject to limitations of amount and 
location, as soon as the orignal contract becomes binding on the 
reinsured company, provided notice is given as required. The 
reinsurer agrees to accept a proportionate amount of the premium 
collected, minus a percentage for commission and other expenses; 
and to abide by the loss adjustments of the original insurer. In 
some contracts there is provision for profit-sharing on the business 
ceded. Contracts of this sort relieve insurers of the trouble of 
separate negotiation for each risk and remove the danger of loss 
between the time of acceptance of the risk and the placing of rein- 
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surance. Loss of profits which go to the reinsurer.and the difficulty Z 
of watching European companies are drawbacks of the plan. In 
1915, $63,538,652, or nearly two-fifths of the premiums paid for 
reinsurance by companies operating in the state of New York, were 
paid to treaty companies. 

Desiring to retain the reinsurance business in their own hands 
a number of companies writing fire insurance have organized mutual 


associations for the purpose of distributing the catastrophe risk. _ . 


The largest of these is the Reinsurance Bureau, an organization of 
sixty-three American and European fire insurances companies, which _ 


writes reinsurance on risks in thirty-four states. The Bureauisin _ 


charge of a manager who acts as attorney for the member com- | 
panies, accepting and distributing risks according to a basic agree- 


ment covering its operations. Risks in certain localities and of ' 


extremely hazardous character are barred and limitations are placed _ 
on the amount of those which are accepted. The original insurer 
is required to retain, on certain risks, an amount equal to that 
ceded through the Bureau and, on other classes, an amount equal 
to at least one-half of the amount ceded. All cessions, if made 
within the rules, are obligatory and binding. Members partici- — 
pate on a percentage basis, each being responsible for its indi- | 


vidual participation of one to three per cent of all reinsurance 


effected. 
The Reinsurance Clearing House, an association of fifteen fire 
insurance companies, combines the automatic cession feature of — 
treaty agreements with a mutual form of organization. Each 
member company assumes five to twelve and one-half per cent of | 
the reinsurance risk and participates in earnings and losses. J 


A company may and usually does employ more than one | 


method of avoiding catastrophe losses. Limits must be set for 
localities and risks not covered by reinsurers. Even though a 
company retains but a relatively small amount on individual risks 
it must limit the number of risks which it carries in a given area, for — 


a conflagration might cause a heavy drain on its resources through _ 


the occurrence of a large number of small losses. In order to cover | 


a large risk reinsurance must often be secured from several reinsurers" 


as each places a limit on the amount it will assume. Maximum 
possible coverage is further limited by the amount of reinsurance 
which can be obtained through all available and desirable agencies. 
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- - Workmen’s Compensation. It is usually required by law that 
the amounts payable to injured employes under a workmen’s com- 
pensation policy shall be limited only by the provisions of the com- 
pensation act. An insurer can apply the principle of limits only 
by refusing to accept undesirable risks. If a risk is accepted it 
carries with it the catastrophe hazard incident to its classification. 
Reinsurance is, therefore, peculiarly necessary in this branch of the 
business iri which the reinsurer, in return for a percentage of total 
premiums, assumes liability for all losses in excess of a specified 
amount arising out of any one accident. 

A considerable amount of this business is handled by London 
Lloyds and by the larger insurance companies but the mutual 
principle has been applied in at least two organizations; the Work- 
men’s Compensation Reinsurance Bureau, and the Mutual Corpo- 
rations’ Reinsurance Fund. The Bureau is maintained by fifteen 
stock companies which pay into a general fund five per cent of pre- 
miums received on account of risks in the state of New York and 
two and one-half per cent of premiums from other states. With 
the exception of losses on certain prohibited extra-hazardous classi- 
fications, the bureau assumes liability for losses due to a single 
accident in excess of $25,000. Members participate in any surplus 
above the requirements of the fund and are liable for assessments in 
case of a deficit. For accounting purposes the bureau divides its 
business into two groups according to the percentage of premiums 
paid, each group being financially distinct. Dividend payments are 
subject to the requirement that a fund of $250,000 be accumulated 
and maintained for each group. P 

The Mutual Fund is operated on a somewhat similar plan. Its 
membership includes nine mutual companies in New York State. 
Contributions of five per cent of total premiums are made to the 
fund and each company is liable, if necessary, for an additional as- 
sessment of five per cent of premiums collected during the year pre- 
ceding a catastrophe loss. Losses in excess of $25,000 but not 
exceeding $100,000 are paid from the fund. The risk in excess of 
$100,000 is usually shifted to other reinsurers. 

Akin to these organizations is “The Associated Companies,” 
a combination of ten stock companies exclusively for the writing of 
mining risks, which involve a high degree of catastrophe hazard. 
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All premiums and losses are divided among the companies equally, 
the ordinary as well as the catastrophe risk being distributed. 


No attempt has been made to cover the entire field of rein- 
surance—examples might be cited ad infinitum but those presented 
are sufficient to show the growing tendency to extend the principle 
of insurance from the distribution of the losses of individuals to the 
distribution of losses of insurers. Insurance organizations, by 
protecting themselves, can offer greater security to their policy- 
holders and enable large property owners to carry their insurance 
with a relatively small number of companies. Systematic codpera- 
tion has increased the ease and certainty with which business affairs 
may be conducted. 
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THE DISABILITY I 


By A. P. Woopwarp, 


Secretary, Accident Department, Connecticut General Life Insurance Company. 


a . Accident insurance had its inception in England with the Rail- 
way Passengers Insurance Company of London in 1849, and, as 
the name of the company implies, this form of insurance was sug- 
gested by the perilous adventure of a journey on the then new 
railroad train. From this limited coverage it has been gradually 
extended to include practically all accidental bodily injuries. 
Insurance against loss from sickness or disease is more recent in 
its development. In the last thirty years it has grown in volume 
from a premium income of approximately $2,000,000 to approxi- 
mately $33,000,000 annually. 

This insurance, which is generally termed a disability insur- 
ance policy, is primarily a contract of indemnity, though in so far 
as it provides any payment in the event of death, it involves the 
principles of a limited life insurance. Apart from this feature, the 
policy is a contract of insurance against material or pecuniary loss 
on the part of the insured. To entitle the policyholder to benefits 
under the policy he must sustain a loss either of some member of 
the body as, for instance, a hand or foot, or of his time; pain or 
inconvenience does not come within the scope of the insurance. 

Carrying the principle of indemnity into practice, the under- 
writer in issuing policies sees to it that the amount which he prom- 
ises to pay for any fixed loss bears a reasonable relation to the 
financial condition of the applicant, and when the policy is of a 
form providing for the payment of a stipulated amount per week or 
per month for loss of time that such amount is fixed at something 
less than the average weekly or monthly earnings of the applicant. 
The word “‘earnings”’ is used in distinction to income to define that 
part of the insured’s income resulting directly from his labor and 
to exclude such part of it as results from invested funds through 


sources not dependent upon the application of his time. 
227 
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THe APPLICATION 


Before attempting an examination of the policy contract, 


consideration must be given to the application for the insurance, 


which is the foundation upon which the policy rests. This appli- 
cation, either in the form of questions and answers or by statements 
of the applicant, is designed to give to the underwriter such informa- 
tion as will identify the insured and enable him to carry out the 
applicant’s wishes should loss occur; to fix the.premium charge by 
determining to what extent the applicant is exposed to the hazard 
of injury; and, lastly, to determine whether the applicant is in 
normal or abnormal! physical condition. 

It is assumed that the possibility of injury from accidents 
‘common to all,” 7.e., accidents about the dwelling, on the streets 
and highways, while riding in public conveyances and in recreation, 
is practically the same for all classes of applicants. The difference 
in the hazard of any risk lies in the occupational exposure, and some 
idea of how widely they differ may be gained from the premium 
tables varying from $5 to $30 per unit of insurance. The standard 
manual lists over 6,000 occupations divided into ten classifications 
containing practically all occupations with the exception of a few 
special hazards connected with mining and railway operation. 
Individuals in the same business or occupation differ widely in their 
exposure to injury and, therefore, it becomes necessary to determine 
not only the occupation but the duties of the particular applicant 
in that occupation. Investigation in a case in which the applicant _ 
described his occupation as “General Manager of the Rail- 
road Company, executive duties and traveling,’’ disclosed that the 

Railroad was fourteen miles long and that the General 
Manager regularly collected tickets, handled baggage and express _ 
goods, and occasionally operated a gasoline motor car in which | 
passengers were carried—I cite this case as an illustration of the | 
need for knowing more than the title of an occupation to determine — . 
in what work the applicant is engaged. Difference in occupation © 
is not taken into account in determining the premium charge for — 
disability due to sickness. 

Disability insurance is issued without medical examination, | 
the underwriter relying upon the insured’s statement of his age, 
height, weight, such medical or surgical treatment as he may have | 
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received, and any condition of bodily or mental infirmity from which 
he is suffering. 

A copy of the application is made part of the policy contract, 
and under it the applicant agrees that the right to recover on any 
policy of insurance issued upon the basis of the application shall be 
barred in the event that any one of its statements, material either 
to the acceptance of the risk or to the hazard assumed by the com- 
pany, is false; or in the event that any one of its statements is false 
and made with intent to deceive. 


Tue Po.uicy 


“ Having briefly examined the application, we may now turn to 
the policy itself. There is no standard form of disability insurance 
policy created by legislative enactment as in some lines of insurance, 
but custom has gradually developed what may for practical pur- 
poses be considered a standard policy, and for purposes of this 
analysis we will assume that we have before us such a typical 
policy providing $7,500 principal sum and $25 weekly indemnity. 

What is the nature of this insurance? The answer is found in 
the insuring clause and perhaps no single proposition of insurance 
law is so generally misunderstood as that applicable to its proper 
interpretation. 

At the outset it becomes apparent that two causes of loss are 
contemplated—loss due to bodily injuries and loss due to sickness 
or disease with a sharply drawn line of demarcation between them. 
Furthermore, it is attempted to cover only a part of the personal 
losses—death, and loss of hands, feet, eyes, etc., from but one of 
several ways by which they may occur. The obvious explanation 
of the misunderstanding of the insuring clause is the endeavor to 
express this limitation in a few words, and in the very nature of 
things it is not surprising that border-line cases constantly arise. 
It is necessary to consider this policy as though there were two 
distinct contracts of insurance, one insuring against injuries and 
the other against diseases. We will examine the accident feature 
first. 

For upwards of fifty years the enacting clause, or insuring 
clause, of the accident insurance policy has provided benefits in 
the event of loss “resulting from bodily injuries effected directly 
and independently of all other causes through external, violent and 
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accidental means.’’ Owing to the construction put by the courts 
upon the words “‘external’’ and “violent,” they are of little, if any, 
importance in determining liability in any case, and there is a marked 
tendency on the part of underwriters to omit them from the present- 
day policies so that we may, therefore, consider this clause as though 
it read “against loss resulting from bodily injuries effected directly 
and independently of all other causes through accidental means.” 
Two distinct propositions are embodied in this insuring clause: 
first, it must be shown that the insured suffered a bodily injury 
effected through accidental means; and second, that the bodily 
injury so effected was the sole cause of the loss. Much of the mis- 
understanding has arisen because of failure to keep this dual require- 
ment in mind and to properly apprehend the meaning of accidental 
means. 
In one of the earliest cases construing an accident policy the 
United States Supreme Court laid down this rule: 
that if a result is such as follows from ordinary means voluntarily employed in 
not an unusual and unexpected way, it cannot be as a result effected by accidental 
means, but if in the act which precedes the injury, something unforeseen, unex- 


pected, unusual occurs which produces the injury, then the injury has resulted 
from accidental means. 


The occurrence of an injury does not justify the conclusion 
that it was effected through accidental means. It may be the 
unforeseen or unlooked for consequences of an intentional act, or 
it may be the consequences of an unintentional or unlooked for act, 
and it is only the latter which come within the scope of the policy. 
Perhaps an illustration may make this distinction clearer. In a 
recent decision it appeared that the insured was sitting in an arm- 
chair and for the purpose of demonstrating his strength, placed his 
hands on the arms of the chair and raised and lowered his body. 
This unaccustomed exercise brought about a rupture of a blood 
vessel. The court concluded that though the injury was clearly an 
accident, it was not effected by accidental means because the in- 
sured did what he intended to do in the way designed and the only 
unexpected occurrence in connection with the incident was the 
unfortunate result. 

Having determined that bodily injuries are effected by acci- 
dental means, it becomes necessary to revert to the second of the 
two limitations of the insuring clause and show that these injuries 
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alone produced the loss. If the injury starts a train of circumstances 
and the final link is a disorder which ordinarily would be termed a 
disease, liability attaches under the policy, for the injury must be 
regarded as the sole actuating cause of the loss; for instance, death 
due to pneumonia following a severe blow on the chest. If, on the 
other hand, the insured is suffering from a disease or bodily impair- 
ment or abnormality which, coédperating with the injury, produces 
the loss, liability does not attach. The principle involved is simple 
enough, but its practical application, involving as it does, a deter- 
mination of fact, requires close and subtle reasoning and is a source 
of frequent misunderstanding. 

Having brought the happening within the limitations of the 
insuring clause, let us examine the various benefits provided for 
the resulting loss. For loss of life and for certain specific losses that 
could not otherwise be definitely and satisfactorily measured in 
dollars and cents at the time of their occurrence, the principal sum 
or some proportionate part is payable. This typical policy provides 


for loss of 
be Hand or Foot and Sight of an Eye................ } | whale 


The loss and its cause must be so linked together as to reason 
ably exclude the possibility of a subsequently acquired infirmity 
complicating or in part causing the loss. If the injury is such as 
prevents the insured from performing all of the duties of his occu- 
pation from the date of its occurrence and during the continuance 
of this condition one of these specific losses occurs, the benefit 
provided for that loss is payable. If, however, the injury should 
not produce an immediate disability, it is necessary to link cause 
and effect together in point of time so as to reasonably protect 
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both the insured and the insurer. Sufficient time must elapse to 
allow the injury to develop and for such surgical attention as it 
may necessitate, and on the other hand the period of time must be 
sufficiently short to exclude any question of doubt as to the cause 
of the loss and at the same time make the contract definite and 
certain. Ninety days is the time fixed by practically all policies 
for the occurrence of this loss following an injury unless, as just 
pointed out, the loss and the injury are continuously connected by 
a period of disability. 

Only a small percentage of injuries result in loss of life or of 
some member of the body. The large percentage cause loss of time 
for which benefits are payable. The policy defines two classes— 
total disability and partial disability. 

This typical policy reads as follows: 


Or if such injuries alone, independently and exclusively of all other causes, 
shall from the date of the accident wholly and continuously prevent the insured 
from performing any and every kind of duty pertaining to his occupation. 


This provision lays down three conditions by which each given 
set of facts are to be measured to determine the respective rights 
of the insured and the insurer. It defines total disability as that 
condition during which the insured is unable to carry on any of his 
business duties. If such disability exists, did it immediately follow 
the injury? If such disability exists and it immediately followed 
the injury, is it continuous? Again the limited nature of the insur- 
ance becomes obvious and we see that only a certain kind of dis- 
ability is within the coverage of the policy. Assuming that such a 
disability is established, this typical policy provides a benefit of 
$25.00 weekly, payable as long as the disability lasts, be it for a 
few days, a few months, or possibly the balance of the insured’s 
life. 

Partial disability, as the name implies, is something less than 
total disability and is defined by the policy as an inability to per- 
form “‘one or more important daily duties pertaining to his occupa- 
tion.”” The same limitation exists here as in the provision regarding 
total disability, though this condition of partial disability may 
either immediately follow the injury or follow a period of total 
disability and, instead of being payable during the duration of 
disability, is limited to a period which is very generally fixed at 
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twenty-six weeks, providing, under this typical policy, a benefit of 
one-half the total, or $12.50 a week. 

Statistics compiled from a large number of cases show that 
fractures, dislocations and similar injuries produce an average 
period of disability. A schedule of such injuries as permit a clear 
definition with the benefits payable, determined by applying to 
the amount of the policy this average period of disability, is incor- 
porated in the contract. The insured has the option of taking this 
benefit, payable immediately in a lump sum, or of awaiting the 
termination of his disability and taking the amount stipulated per 
week under the policy. 

Beginning in 1909 there has been a series of legislative enact- 
ments relating to accident and health insurance which fortunately 
have been practically uniform in the several states. Uniform 
phraseology of certain “‘standard provisions’’ is prescribed and 
these provisions must be incorporated in every policy issued. 

A clear understanding of the nature of the accident insurance 
policy requires an examination of one of these provisions generally 
referred to as the pro-rate provision, which reads in part as follows: 

In the event that the insured is injured after having changed his occupation 
to one classified by the insurer as more hazardous than that stated in the policy, 
or while he is doing any act or thing pertaining to any occupation so classified, 
except ordinary duties about his residence or while engaged in recreation . . . 
the insurer will pay only such portion of the indemnities provided in the policy 


as the premium paid would have purchased at the rate but within the limits so 
fixed by the insurer for such more hazardous occupation. 


In analyzing the application I laid some stress upon the in- 
sured’s occupation and a description of the duties performed by him, 
and I called attention to the classification of risks by occupations. 
The “Standard Provision Law” recognizes this contro! of classi- 
fication by occupation to the extent of saying to the parties that 
even though they have agreed upon a policy providing a certain 
benefit, yet if the insured has met with injury through exposing 
himself to greater probability of injury than was contemplated when 
the policy was written, the benefits payable shall not be the sum for 
which the policy was written, but only such proportionate part as 
is commensurate with the increased exposure. 

Turning to the provisions for loss due to sickness, we find that 
loss of life, hand, foot, sight, or any member of the body is elim- 
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inated, and the benefits limited to loss of time. The language used 
in the insuring clause is “against disability from sickness or disease,” 
contracted during the term of the policy and requiring treatment 
by a physician. 

As in the accident feature, two degrees of disability are recog- 
nized—total and partial. The definition of total disability is the 
same. Partial disability is defined somewhat differently as an 
inability to perform ‘“‘one or more important daily duties pertaining 
to his occupation, sustaining a loss of at 'east one-half his business 
time each day.”’ This partial disability must also follow total 
disability. 

The payment of benefits is limited to a period of fifty-two weeks 
for either total disability or total and partial disability combined. 
In this typical policy either $25 or $12.50 a week is payable. 

If the disability is of a permanent nature, upon proof that it has 
existed for twelve months and resulted in the loss of the use of 
hands, feet or sight, an additional benefit equal to forty-eight times 
the weekly benefit for total disability is payable. 

Old age is recognized as a factor causing disability from sick- 
ness and an increase in the premium table is made beginning with 
age fifty-one. 

Losses of any description due to war, military or naval service, 
aviation, and sickness sustained in the tropics, are specifically 
excluded in the coverage of the policy. 

We have considered the essential elements of the disability 
insurance policy. Competition has taken the form of increased 
benefits rather than a reduction of premium rates. Accordingly 
we find this typical policy providing for the payment of double 
benefits if such injuries are sustained (a) while a passenger in or on a 
public conveyance provided by a common carrier for passenger 
service (including the platform, steps or running board of railway 
or street railway cars); or (b) while a passenger in a passenger ele- 
vator (excluding elevators in mines); or caused (c) by the burning 
of a building while the insured is therein at the commencement of 
the fire; or (d) by the collapse of the outer walls of the building while 
the insured is therein; or (e) by a stroke of lightning; or (f) by a 

‘eyeone or tornado; or (g) by the explosion of a steam boiler. 

Provision is made for the payment of certain fixed amounts 
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' _- varying from $5 to $100 should the injuries or sickness necessitate 
*) one of a number of operations enumerated in the schedule of opera- 
- tions contained in the policy; and if the injuries or sickness require 
sae hospital treatment, the payment of the expenses incurred, not 
ae exceeding $12.50 a week for twenty weeks. If the injuries do not 
- cause a loss for which indemnity is payable, but do require surgical 
i" _ treatment, provision is made for the payment of the surgeon’s bill, 
exceeding $25. 
.:, Also provision is made to place the insured in the care of rela- 
tives or friends, provided such expense does not exceed the sum of 
— $100, should he by reason of injury or illness be unable to com- 
f -municate with them and the company be notified of his condition. 
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; The policy also sets forth the procedure to be followed in giving 
% notice of injury, payment of benefits and changes in the insurance. 


_ by endorsement upon the policy or by means of riders embodying 


Special needs of individual insurance are usually taken care of 


_ special provisions attached to and made part of the policy. 


THE CONCLUSION 


. In conclusion I am tempted to indulge in a brief speculation as 
to the future development of this branch of insurance. The present- 
day disability policy is a product of a slow evolution which has not 
_ always been logical. Originally designed to cover only railroad 


from it until today it covers all accidents, and the supposed danger 

_ of railroad travel has in the light of underwriting experience dimin- 

oan _ ished to the point where double benefits are paid for such accidents. 

a 7 Why the insured’s time should be worth twice as much if he is 

disabled through meeting an injury while riding on a train as it is 

i. ‘ifthe! fell down stairs in his own dwelling and sustained the same 
injury is difficult to explain. 

Properly viewed, disability insurance is but a part of that 
- enormously important branch of insurance which, for want of a 
better name, may be called personal insurance to distinguish it from 
- commercial and property insurance. This personal insurance 
| — loss due to death, to disability from any cause, and against 
the certain infirmities of old age. 

7 Assuming that a person has responsibilities for which provision 
_ must be made in the event of death, why should he pick out one of 
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the forms by which his life may be terminated and insure against 
that to the exclusion of all others? Accidents cause approximately 
9 per cent of all deaths in the United States, while pneumonia causes 
approximately 14 per cent but we do not insure against death by 
pneumonia alone, though apparently it would be more logical to 
do so. The death hazard is properly covered by life insurance, and 
there seems no clear justification for a form of insurance covering 
it from the limited causes we have been considering. 

Nor is there any real justification in endeavoring to distinguish 
between so-called accident disability and so-called sickness disability. 
Frequently it is well-nigh impossible to distinguish one from the 
other or to tell where one ends and the other begins. To the insured 
who is disabled, the loss is precisely the same. This also applies to 
the benefits for the loss of hands, feet or sight. What the insured 
needs is compensation for this loss regardless of what may have 
occasioned the loss. 

Much waste occurs in the payment of an enormous number of 
trivial losses, losses that are not in any sense of the word real losses. 
Waste has to be paid for, and in the insurance business there is but 
one source from which the wherewithal to make payments can come 
and that source is the policyholder. The insurance company does 
not produce, its sole function being to collect and distribute. There- 
fore, some change is desirable to effect a saving of the amounts paid 
for these trivial claims of a few days’ duration. 

Disability insurance is sold—not bought, and its sale requires 
the entire time of a large body of highly trained and efficient sales- 
men. The modern disability insurance is a term contract running 
for a period of twelve months at most and frequently only for six or 
three months. Here again is a source of enormous waste—waste of 
time of these salesmen in going back each three or six or twelve 
months to arrange with their clients for insurance, not new insur- 
ance or more insurance necessitated by changed conditions on the 
part of the client, but the same insurance which the client carried 
during the preceding term. That waste also has to be paid for and 
again it is the policyholder who does the paying. Changes must 
be adopted that will make the insurance permanent in form and 
enable the salesman to devote his energies to the development of 
new business. These changes cannot be wholly effected by the 
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insurance companies. Unfortunately, state supervision of insur- 
ance has not always been guided by wisdom and foresight and regu- . 
lations apparently justified by temporary expediency prove stum- 
 bling-blocks to future development. What is needed is not less 
supervision but supervision which, safeguarding the interests of the 
_ policyholder, is flexible enough to allow for such changes as are 
requisite to our economic and social development. The fullest 
_ measure of success can result only from an intelligent codperation — 

between the insurance departments and the underwriter. 
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ACCIDENT PREVENTION 


By Davin 8S. Bryer, 


‘Manepe, Accident Prevention Department, Massachusetts ee es Insurance 


Association. 
DEVELOPMENT 

_ The first serious attempts at systematic accident prevention 
were made abroad, following the introduction of compensation acts. 
From time immemorial it had been the rule that an injured work- 
man was entitled to ‘‘damages’”’ only if it could be clearly shown that 
he was injured through some fault of his employer. Therefore, for 
his own protection the employer would usually try to show that each 
accident was the fault of the injured workman or of one of his 
fellow-employes. Under these conditions it is not to be wondered 
at that little accident prevention work was done. Since the em- 
ployer disclaimed all blame for the accident, he did not feel any 


responsibility for its prevention. 


This situation was unsatisfactory for all concerned. It cost 


the employer large sums for accident expense, litigation, etc., only a 


small part of which ever reached the injured employe; it also brought _ 


about unending controversy and ill-feeling. 


The first compensation act along modern lines was adopted in 


yermany in 1884, or more than thirty years ago. This act provided 
compensation for workmen injured in the course of their employ- 
ment, regardless of whether it could be shown that the employer 
was at fault or not. This situation led to an entirely new attitude 
towards industrial accidents on the part of the employer. The 


prevention of accidents immediately became an important con- 
sideration, since the new act made it certain that each accident _ 


would add to the cost of his insurance. This resulted in a careful 
study being made of the causes of accidents and in the adoption of 
rules for their prevention. . 

Within the next few years compensation acts were passed in 
various other countries, until the beginning of the present century 
found that nearly all important civilized countries (with the excep- 
tion of our own) mad the in some 
form or other. 
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Fortunately, accident prevention in the United States did not | 


wait for the passage of compensation acts (although the adoption of Tea 


movement). Energetic accident prevention campaigns were under | 


way in some of the large corporations of this country ten years ago, 


or several years before the first compensation act went into effect. - 
The good results thus accomplished have served as a constant in- — 


spiration for other plants to take up this work voluntarily. 

It is interesting to notice the variation in methods used by the 
different countries in attacking the accident prevention problem. 
The German compensation act required manufacturers to insure in 
mutual associations, each association representing a certain industry. 
It then became the duty of these associations to prepare rules and 
regulations for the prevention of accidents in the plants insured 
with them. While excellent work nas been done along this line it 
would seem that German paternalistic methods have been carried 
rather too far in accident prevention, as well as in some other lines. 
Instead of educating the workmen in principles of caution, rules of 
conduct have been prescribed in minute detail. For example, 
workmen are warned against reclining or sleeping on roofs or high 
scaffolds, or in occupied horse stalls; workmen are directed not to 
swing a hammer until they know that no one is standing behind 
them, whom they might hit; engineers are told to turn on the light 
in their engine rooms when it gets dark, etc., ete. 

England has followed a different accident prevention policy. 
The method in England has been to outline general safety principles 
for the guidance of the employer, following this up by government 
inspection. Serious accidents are investigated by the inspectors 
or by special commissions, and where it is possible to place the blame 
on some individual, a fine is often administered. By way of il- 
lustrating these fines, the following examples from one of the annual 
boiler inspector’s reports may be cited: 

In one case where a laundry cylinder was wrecked, the fault 
was attributed to a defective casting, and the maker of the machine 
was fined $500. In another case, a cast iron dye extractor exploded © 
on account of the reducing valve being inoperative and permitting — 
excessive pressure. The mechanical foreman, who was responsible 
for keeping the valve in order, was found guilty of negligence and 


ordered to pay $100. In another case, an engine used for agri- ae 7 
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cultural purposes exploded on account of corroded plates. This 
engine was hired by one concern from another. The responsibility 
was divided between the owner and the user, and they were fined 
$125 and $250 respectively. In another case, an engine used on a 
farm exploded and a man who had advised the user to purchase it | 
was fined $100. Apparently advice is not always so “cheap” as we 
have been informed! Thus we have the builder, owner, operator, — 
foreman, lessor, lessee and advisor, all of whom suffered pecuniary 
punishment for neglecting to take what, in the eye of the law, was 
proper precaution. 

In the United States a new and powerful agency has been 
employed for the prevention of accidents, in addition to safeguards 
and rules such as those used abroad. This is ‘Safety Education.” 
It consists in the systematic training of the workmen along safety 


lines and the enlistment of their interest and coédperation in the _ 


safety movement. For this purpose, safety bulletins and moving — 
pictures are used, safety signs and slogans are posted, safety talks — 

are given. Safety committees are formed among the workmen 

themselves, through whose inspections valuable suggestions are — 
often received. Through these and similar agencies the men are — 
brought to realize that the accident problem is their problem, that _ 
the workman loses more than his employer when an accident occurs, 
and that he is the greatest gainer by accident prevention. 

This plan of education has not stopped with the workman but — 
has extended to the public through campaigns conducted by na- © 
tional safety organizations, state and municipal authorities, public | 
service corporations, etc.; it has also been taken into public schools — 
so that the new generation may be reared to think in terms of _ 
“Safety First’ from the beginning. 


VALUE OF ACCIDENT PREVENTION TO THE EMPLOYER 


Employers are coming more and more to realize that accident 
prevention is “good business.’”’ Aside from the direct saving in 


compensation cost, accident prevention has an important bearing _ 


on the labor situation. In all manufacturing industries, labor 
forms a large item in the cost of the finished product. Any im- 
provement in labor conditions has a direct effect on output and 
manufacturing cost. The sense of security and good will that 
results from the realization on the part of the employes that their 
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employer is doing everything he can for their safety thus becomes a 
a valuable asset. 

The prevention of accidents eliminates the cost of breaking in 
_ new employes to take the place of the injured workmen; it also 
_ eliminates the disturbance and loss of efficiency that naturally 
- result on the part of other employes who see one of their number 
killed or injured. Last but not least among the benefits of accident 
_ prev ention is the employer’s satisfaction in knowing that the 
suffering and hardship which are the inevitable by-product of 
accidents, have been reduced to the minimum among the work- 
“ men for whose safety he is responsible. 


VALUE TO EMPLOYES AND TO SOCIETY 


If the prevention of accidents is important from the stand- 


point of the employer it is doubly so from that of the employe. 


Beyond this,— 
No money can make 
good to him the loss of his eyes or his hands, or repay him for 
having to take ™ place among his fellowmen, handicapped by some 


a From the daniiaii of society at large, accident prevention is 
one of the important conservation movements of the day. Ac- 
anne to reports of the Massachusetts Industrial Accident Board, 
the workmen of that state alone are losing about three million 
dollars per year-in wages, as a result of industrial accidents. The 
employers of the state are required to pay something over four 
million dollars per year for providing compensation benefits. This 
cost must be ultimately carried by the consuming public in the form 
of higher prices for the goods it buys. 

Thus it becomes apparent that the reduction of accidents 
means a direct economy to the entire community. It also reduces 
the burden of expense for maintaining courts, hospitals, and insti- 
tutions of all kinds for the care of dependent families. 


ACCIDENT PREVENTION WORK 
INSURANCE COMPANY 


PossIBILITIES OF FOR THE 


The company which insures employes against injury is in a 
peculiarly favorable condition to assist in the campaign of accident 
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prevention. Through constant investigation and observance of the 
causes of accidents, such a company is able to show the employer 
just what conditions should be eliminated in order to prevent a 
recurrence of these accidents. The person who is in touch with only 
a single plant is likely to underestimate the seriousness of the situa- 
tion because comparatively few accidents occur in any one plant. 
Since the insurance company is familiar with not one, but many 
plants, it has a breadth of experience that is essential to a proper 
understanding of the accident prevention problem. Being con- 
stantly brought face to face with the human side of the question 
through its dealings with injured employes, the insurance company, 
in addition, is in a position to make a strong appeal to the human- 
itarian instincts of the employer. 


THe Puiace or AccIDENT PREVENTION IN THE ORGANIZATION 
OF AN INSURANCE COMPANY 


On account of the value of accident prevention work to the 
employer and its effect in reducing the losses of the insurance 
company, accident prevention is one of the most important lines of 
service an insurance company can maintain. 

During recent years plans of individual rating have been 
adopted by nearly all compensation insurance companies. The prin- 
ciple of individual rating is to give each plant an insurance rate 
that will reflect its accident hazards, so that the good plant will 
receive a rate lower than the average, and the poor plant a rate 
higher than the average, based upon compliance with specified safety 
conditions. 

Thus accident prevention becomes the basis of rate modi- 
fication, and to its other features is added that of being an important 
factor in determining the premiums upon which are dependent the 
stability of the insurance company and the protection of the injured 


workmen. 


= The ground-work of accident prevention has been well es- 
tablished. Commonly accepted safety standards have been de- 
veloped, and the methods that produce the best results have been 
clearly demonstrated. What is needed now to insure the greatest 
success for this important work is publicity—a thorough dissemina- 


Future PossIBILITIESs 
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AccipeNT PREVENTION 


tion of the knowledge that the great suffering and waste, resulting 
from our annual toll of accidents, can be largely eliminated. ‘“Pre- — 
paredness”’ for safety has established an organized army working 
effectively for this end. What is now needed is more recruits 
‘* from all ranks—employers, employes, the public at large, the 
_ parents, the children. 
While the high tide of the safety movement has not yet been 
_ reached in this country, the growth of this movement during the past 
ten years has been rather remarkable. It started with the work of 
a few scattered industrial concerns and is now actively supported 
_ by thousands of enthusiastic exponents all over the country. This 
growth reflects credit on the energy and progressive spirit of the 
_ American people, and points to even greater accomplishment as 
_ time goes on, and the purpose and possibilities of the safety move- 
ment become more fully understood. 
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‘METHODS OF INSURING WORKMEN’S COMPENSATION 


By Harwoop E. Ryan, 


Associate Actuary, State of New York Insurance Department. " 


; The enactment of mandatory laws providing for the payment 
of work-accident indemnity has created in the United States an 
exceedingly interesting and important insurance problem. It is 
scarcely open to argument that a state, in requiring of employers 
that they shall pay such indemnity, is bound to provide means for 
making the burden reasonable and one that will not crush the in- 
dividual employer. Without utilizing the principle of insurance 
this cannot be accomplished. Insurance at once enables the small- 
est employer to meet his obligation to provide the statutory in- 
demnities and secures to employes the fulfillment of that obliga- 
tion in the event of the employer’s insolvency. 

Workmen’s compensation supersedes employers’ liability as 
established by the common law doctrine of negligence. For some- 
thing like thirty years in this country, employers’ liability has been 
a field for insurance—principally for the joint-stock insurance cor- 
porations, but also, to a small extent, for mutual associations. As 
will presently be seen both of these agencies have been utilized in 
the transition from the doctrine of fault to that of workmen’s com- 
pensation. Quite naturally so, since the mechanism of these organ- 
izations was already adapted to the needs of the new form of in- 
surance. Operating under liability practice, these companies have 
developed and maintained elaborate organizations for procuring 
business, for collecting premiums, investing funds, inspecting risks, 
investigating accidents and settling claims. These same operations 
are carried on by them today with the sole—but fundamental— 
difference that in the adjustment of losses the doctrine of negligence 
does not enter. 

Curiously, the mandatory laws do not invariably provide for 
compulsory insurance, but most of the elective laws recognize the 
insurance problem involved and require appropriate measures to be 
taken for securing the compensation payments. 

Carriers of workmen’s compensation insurance are of the fol- 
lowing types. Their present relative importance is indicated by the 
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_ volume of premiums transacted in 1915, the latest year for which 


. 
1. Joint-stock companies 


2. State insurance funds 

3. Mutual employers associations 

4. Reciprocal exchanges—also called inter-insurance exchanges 
§, Self-insurers 


Eliminating self-insurers, it is logical to group these carriers 
into two general divisions thus separating the mutuals from the 


Srock CoMPANIES —— 

First in order of size are the joint-stock companies. These are 
business organizations: which avowedly exist for the purpose of 
earning profits for shareholders. As before remarked, their en- 
trance into the field of workmen’s compensation is due to legislative 
recognition of existing agencies. These companies as a class have 
_won favor because of their substantial character and the service 
_ which they have performed in behalf of employers under common 
law liability conditions,—the cost of insurance thereunder having 
_ been relatively low. Stock companies are required by law to main- 
tain substantial sums (capital stock) for the protection of policy- 
holders and claimants. Such sums are contributed in the first 
instance by the shareholders and frequently have been augmented 
from profits. The capital stock of the largest company of this type 
is six millions of dollars and there is besides more than an equal 


amount of free surplus over and above the reserves required to 


mature claims and other obligations. 
The management of a stock company is vested in a board of 
- directors. Many of these are business men successful in other lines 
of activity and are not necessarily insurance men at all. The in- 
id surance side of the business is conducted by salaried officials through 
_ appropriate committees. Of primary importance is the agency or 
a4 sales department. The history of insurance the world over affords 
_ ample testimony of the necessity—in the absence of monopoly or 
legal compulsion—of carrying on the business through the instru- 
mentality of paid solicitors. 
The cost’of acquisition in the field of workmen’s compensation 


_ insurance is one of the mooted questions. On account of its social 
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character and of the greater premium cost when compared with 
employers’ liability insurance, the companies have anticipated 
public criticism and have acquiesced in a reduced acquisition cost 
brought about by ‘he concerted action of state insurance commis- 
sioners throughout -he United States. The prevailing limitation 
of acquisition expense thus imposed is 17} per centum of the pre- 
mium charged. In states where the laws require that the employer 
secure by insurance the payment of compensation, it is an unsettled 
problem whether this seemingly heavy expense is justified. On the 
one hand it is claimed that compensation is in principle a tax upon 
industry, that the state should act as the medium of collection and 
that the stock company with its agency intermediary is peculiarly 
out of harmony with such principle. On the other hand it is argued 
that the agent is not merely a means for securing the business and 
collecting the premiums but that he performs valuable service to the 
policyholder in pointing out ways of preventing accidents and thus 
reducing the insurance rate and that by reason of his pecuniary 
interest he makes himself useful in obtaining prompt service for the 
employe in the adjustment of losses. 

With one or two unimportant exceptions the stock companies 
transact business on the plan of guaranteed rates, i.e. they do not 
share profits with policyholders. The contractual relationship is 
purely a business matter. For the rate stated in the policy the 
company agrees to pay the indemnities provided by the statutory 
compensation schedule, and to perform certain service in behalf 
of the employer, its policyholder. It is customary to include a pro- 
vision for insurance against common law liability in case particular 
employes of the assured should be found beyond the scope of the 
compensation act. 

Among the arguments commonly advanced for insuring with a 
stock company the one of security is all-important. Not that there 
is magic in that type of organization but that the largest and strong- 
est carriers at present existing happen to be stock companies. Asan 
example it is a matter of recent history that a stock company dom- 
iciled in New York has retired from business, its capital impaired. 
It has successfully reinsured its outstanding workmen’s compensa- 
tion business and will probably pay in full all accrued claims. 
Other advantages claimed for stock companies are those of long 
experience in the casualty business and diversification of risk 
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through the extent of territory covered, thus producing a broad 


“spread”’ of the insurance hazard. 

Against these are set the disadvantages of higher cost by virtue 
of stockholders’ profits and agents’ commissions and of greater 
operating expense due to the extent of the territory cultivated. 


MutTvau ASSOCIATIONS 


Mutual associations may be next considered, for although not ee A ay 


second in magnitude, the mutual principle furnishes the alternative 
to private insurance operated for profit. 
Fundamental to mutual insurance is the idea of pooling in- 


terests. Groups of employers join together and create a fund out of | 
which the losses are met. From their number a board of trustees — 
or directors is elected and these in turn delegate the details of man- — 
agement to appropriate officers elected by them. A few mutual | 
companies have been in the field for several years undertaking the — 


obligations incident to employers’ liability. Such organisms have 
multiplied in the general workmen’s compensation movement which 
dates from 1910, over forty having transacted business in 1915. 

In some states mutual associations have been especially pro- 
vided by statute as a competitive factor. This is true wherever the 


insurance of compensation is mandatory, excepting where there is | 


a state monopoly. In one state, viz., Massachusetts, the legislative 
commission appointed to report upon the (then) proposed compen- 


sation law, brought forward a proposal favoring the creation of an | 


employers’ mutual association and excluding altogether the stock 
companies. Existing mutuals, however, were to be allowed to con- 
tinue. The legislature yielded to the argument that mutual 
insurance had not demonstrated absolute superiority over stock 
insurance and that competition should be permitted to decide the 
issue, the final result being that both forms have been provided for 
and a valuable experiment in mutual monopoly has been denied us. 

With the exception of trade mutuals which generally are formed 
from the nucleus of trade associations such as millers, brewers, 
clothing manufacturers, etc., the mutual association transacts busi- 
ness along commercial lines. Like the stock company it is incorpo- 
rated; the members are jointly liable for the debts of the corporation 
and the policy contracts contemplate a fixed rate of premium which 
is designed to pay for the capitalized value of the losses sustained. 
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It does not operate upon the assessment plan with premiums based 
upon current cost, but provision is made for assessment of members | 
in case the capitalized losses are in excess of the premiums earned. 
This assessment feature is in lieu of capital stock and becomes the 
recourse of creditors in event of the company’s insolvency. If the 
venture is successful, the members share in the profits and so obtain 
their insurance at reduced rates. The larger and stronger mutual 
companies employ solicitors, though not always upon a commission _ 
basis, frequently substituting therefor the fixed salary method of | 
remuneration. The form of insurance contract adopted by the 
mutuals is essentially that used by the stock companies excepting 
for dividend and assessment features. 

Mutual insurance offers the prospect of low cost by elimination 
of shareholders’ profits and of part, at least, of the acquisition cost. 
The control of management is in the hands of the policyholders 
themselves. Trade mutuals are thus able to secure valuable knowl- 
edge of actual insurance cost in their line of business and by so doing 
to stimulate the granting of equitable rates by other carriers. In — 
theory they are supposed to avoid the poorer classes of risk and so 
through favorable loss experience to further reduce the cost of 
insurance to their members. The prospect of dividends is attrac- 
tive but to some minds is fully offset by the liability to assessment. — 

; The ease with which mutuals may be organized has induced 
many irresponsible and inexperienced men to promote such insti- — 
tutions. Excepting where state supervision has held in check such | 
tendencies, there is temptation to weaken the financial position of _ 
mutual associations by the declaration of excessive, and hence un- | 4 
justifiable, dividends. Finally, the great bulk of these associations _ 
are of very recent origin and are so small that they do not afford 
adequate protection against occasional severe losses or against the 
inaccuracies of the rates thus far developed upon insufficient ex- _ 
perience under workmen’s compensation laws. 


STaTE Funps 


 Egsentially different from the mutual association in organiza- 
tion, in principle the state fund is much the same. It is of Euro- _ 
pean origin and has been introduced here for a variety of reasons. — 
For one thing there was bitter antagonism under the common law 
between employer and employe. When compensation superseded _ 
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liability, labor quite naturally appealed to the state to leave capital 
out of the question altogether. Also, there was a considerable 
element among the employed who mistakenly believed that in- 


- gurance companies were mainly responsible for the old conditions. 
A further reason for adopting state fund insurance may be dis- 


- eovered in the general tendency toward enlargement of govern- 


mental functions. 
In the States of Washington, Wyoming, Nevada, Ohio, West 
Virginia and Oregon, the state fund is of the exclusive or quasi- 


exclusive type, in some of these states provision being made for 


self-insurance. Elsewhere it exists in competition with other car- 
_ riers. In no case does the state pledge its credit to the maintenance 


of asolvent fund but it usually pays a part or all of the expenses and 
_ to this extent may be said to subsidize the enterprise. In Cali- 


fornia, where the fund is competitive, the legislature provided a 


- eash guarantee which has not been called upon. In New York, the 
-- expenses of the fund for two years were paid out of the general 


_ treasury with no enactment for return of the monies so advanced. 


So far as is yet known all of the state funds are conducted on the 


fixed rate plan which contemplates premiums for capitalized losses. 


- It is to be deplored that more is not disclosed of their transactions. 
_ The New York and California funds are managed by experienced 


insurance men and each has attracted a substantial volume of 
_ business. The California fund operates on the same basis of rates 
as its stock and mutual competitors. The other competitive funds 
_ have applied a discount to the private company rates ranging from 
percent to 15 per cent. 

The largest of the state funds is found in Ohio. Charges have 


- appeared in the commercial and insurance press that the fund is 


- insolvent but as no critical investigation by qualified persons has 
been made it cannot be stated whether these reports are correct. 
The management claims it has ample reserves and a small surplus. 
_ The Washington fund appears from a recent investigation by the | 
_ state auditor, to have been badly managed. In West Virginia a 
provision of law limiting the rate of assessment has seriously em- 
_ barrassed the fund and a coal mine disaster has added further com- 
plications. 
State funds derive their income from the premiums paid by 
employers and from the accretions of interest upon invested assets. 
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The management is conducted by political appointees who hold office 
for a term of years or at the pleasure of the appointive power. The 
policyholders have no voice in the management. The possibility 
of furnishing satisfactory low cost insurance without state aid is a_ 
problem yet unsolved by the state funds. It remains to be seen 


whether such an organization can be conducted with economy when _ 


other governmental enterprises have given rise to waste and in- | 
efficiency. Without the highest type of management, these insti- _ 
tutions cannot hope to compete successfully against the private | 
carriers. The state fund provides insurance only under the work-— 
men’s compensation act and is not authorized to embark upon | 
other lines, such as liability insurance. 

In considering arguments for and against state fund insurance, 
differentiation must be recognized as between those which are com- 
petitive and those which are monopolistic or non-competitive. | 
Next to the security of the insurance, the main consideration is | 
that of cost. If monopolistic, the fund is not driven to incur those 
expenses which competition necessitates in order that the fund may 
obtain a fair share of business. Otherwise such expenses must ap- 
pear, at least in part, and a large potential advantage is thereby 
lost. A state subsidy enables the granting of lower rates but this — 
merely shifts a part of the expense to the community at large and 
does not effect any realeconomy. There is small difference between — 
a competitive state fund and a competitive mutual association. It 
may be presumed that both can attain the same degree of expertness 
in the conduct of their business. Both aim to reduce the initial 
cost by returning dividends to policyholders. The competitive 
effect of both is the same, viz., to regulate the actual cost of insurance 
by operating as a check against the proprietary companies. . 

Against the state fund principle the argument is made that, © 
like any other business, insurance should be conducted by private — 
management. It is held also that political considerations must tend | 
to lower the efficiency of such organizations. The absence of direct 
management control by the policyholders is another objection. © 
_ Some go so far as to hold that claimants may fare unjustly in order 

that the funds may make a favorable showing in point of cost. 
And, as might be expected, there is strong objection to any subven- 
tion of a state enterprise which is competing for business against 
privately managed companies. Some of these arguments are 
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clearly directed against the administrative features of state funds 
as laid down by law rather than against the general principle in- 
volved. It may be doubted whether any state fund now existing 
is ideally situated for a thorough-going test of the practicability of 
the idea. 


Se.LF-INSURANCE 


_ Self-insurance is really non-insurance. The employer simply 


- assumes his own risk and obtains permission from the authorities 


to deal directly with his employe-claimants or their dependents. 


_ It is customary to require of self-insurers a bond or deposit of se- 
 eurities as a guarantee of performance. In addition their financial 
- responsibility is considered. Under some compensation acts, such 
as that of New York, the benefit in case of death or of permanent 


total disability takes the form of a pension for life. It is open to 


_ serious question whether such benefits, involving the creation of a 


trust fund, should be left to commercial or industrial organizations 


_ for ultimate liquidation. In New York the State Industrial Com- 
mission formerly disposed of such cases by requiring payment in 
a lump sum, to a fund administered by the state, of the capitalized 
r value of future payments but a recent decision by the appellate divi- 


sion of the supreme court has for the present nullified this require- 


ment. The reasoning of the court is not convincing and it is prob- 


a _ able that the legislature will be appealed to for the removal of the 


legal barrier. The administrative body recognizes the danger of 


‘ exposing such monies to the risk of business failures of self-insurers 
and seeks to place them in safer hands for liquidation. 


It has been argued that self-insurance will work to the dis- 


; advantage of labor. It is claimed employers will apply strict 
standards in engaging employes, that the physically inferior and 


those with dependent families will be discriminated against. 


_ Another claim is that self-insurance leads to coercion of employes 
_who may present claims and to consequent evasion of the spirit, if 
not direct violation of the letter, of the compensation act. There 
seems to be no general indication that employers are taking advan- 


tage of such openings. Much more serious would seem to be the 


- possibility of leaving substantial sums of compensation unpaid 


through their insolvency. Self-insurance as a means of securing 


payment of compensation is somewhat precarious excepting where 
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there is legal provision for immediate liquidation of amounts due 
through some trusteeship for administering deferred payments. It 
is not a complete substitute for regular insurance. The advantages 
are too largely on the side of the employer. It is no answer to say 
that many large employers, eligible to carry their own risk, are pro- 
viding benefits in excess of those granted under workmen’s com- 
pensation laws. They are in no wise precluded from continuing 
such plans while providing adequate security, by way of insurance, 
for the legal rights of employes. 


This form of insurance is operated through a so-called “‘ex- 
change,” the actual management being carried on by an attorney- 
in-fact who generally receives for his services and for expenses 
of administration a percentage of the premiums transacted. It 
somewhat resembles a mutual association but differs therefrom in 
important respects. The liability of subscribers is several and not 
joint and is generally limited to the amount of one annual premium. | 
The attorney-in-fact enjoys broad powers, and in practice is the | 
substitute for the elective management found in stock and mutual > 
organizations. He has no financial responsibility for the liabilities _ 


of the exchange nor is the exchange subject to the close scrutiny of _ 
the public authorities as is the case with corporate insurance car- _ 


riers. The subscribers have no joint assets nor the right to bond 
one another in any way. The success or failure of a reciprocal — 
exchange depends almost wholly upon the personal ability and 
integrity of the attorney-in-fact. 

In many states these organizations are not permitted to oper- 
ate. Attempts have been made to secure official recognition through _ 
the filing of statements with the state insurance departments. No | 
evidence is at hand to show that the exchanges desire anything 
approaching real supervision by those authorities. 

However appropriate these organizations may be in the realm 
of fire insurance, where they originated, it is open to question 
whether they should be permitted to operate without greater 
restriction and under only nominal supervision by the state. The 
obligations of workmen’s compensation serve to create deferred — 
liabilities which partake of the nature of a trust fund. Suchafund ~ 
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_ should be safeguarded to the fullest possible extent if the insurance 
carrier is to serve a useful purpose in such a field. Under present 
- eonditions this is not being done in the case of reciprocal exchanges. 
i Their primary purpose appears to be to afford a remunerative ac- 
tivity for the promoter or attorney-in-fact. In short, so many ob- 
. jections can be raised against reciprocal exchanges as at present 

conducted, that one fails to see how they may find a place of useful- 

no in relation to a branch of insurance so peculiarly social in its 
r character as that of workmen’s compensation. 


CONCLUSION 


Through the maze of controversial claims made for the various 
_ forms of insurance of workmen’s compensation, one sees clearly the 
t single fact that no particular form has reached such a point of 
excellence that it stands out as superior. The various experiments 
now undergoing the test of practical experience afford the oppor- 
tunity for future appraisal. All these forms of insurance must be 
_ judged upon the basis of security, cost and service. Self-insurance 
and inter-insurance seem fairly indictable and doubtless will be the 
“first to pass away. The mutual principle, whether applied through 
private or through public management, bids fair to survive, even if 
_ only as a competitive force inhibiting monopoly by the joint-stock 
companies. There is no apparent reason why mutual insurance 
carriers worthy of public confidence and patronage should not de- 
velop. The effect of competition thus far indicates a gradual drift 
in the direction of the strongest and most efficiently managed stock 
and mutual companies. The largest question involved in the gen- 
> eral problem is whether the insurance of workmen’s compensation 
_ should be conducted competitively or as a monopoly. 
: Against competition the argument is a compelling one that lost 
motion results from the agency system which system unneces- 
- sarily absorbs a large proportion of the premium contribution. 
_ Further waste is introduced at the point where state supervision is 
invoked to promote equal competitive opportunity among the car- 
Tiers. If a monopolistic system is created which form shall it as- 
sume? The probability is strong that society will not legislate in 
fay or of a proprietary monopoly however efficient. The mutual 
association and the state fund will be the most likely candidates. 
Of the two the mutual association should have the greater appeal 
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because of its representative form of government, its consequent 
responsiveness to the will of its member-policyholders, and the 
divorcement from political interference which its scheme of organiza- 
tion renders possible. 

Whatever may be the ultimate development of workmen’s 
compensation insurance, it is reasonable to expect that society will 
insist upon the greatest security and the best service at the minimum 
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By CLaupE Epwarp ScATTERGOOoD, 
; ae Secretary, The Fidelity & Casualty Company of New York. 
As there are various agencies for the administering of workmen’s _ 
compensation insurance, likewise there are varying conceptions of 
rates. The mutual company desires to return as large a dividend 
to its assured as possible; so the excess of the rate above adequacy, 
though a matter of some concern, has not the same bearing upon its 
calculation as in the case of the stock company; and a similar obser- 
vation may be made with regard to the state fund, which also desires 
to return a dividend. Rates now in use by stock companies have 
been calculated with the idea of simply carrying the business with- 
out underwriting loss. It thus becomes necessary to set the limits 
of this discussion of workmen’s compensation insurance rates, and 
they will be considered in the light of adequacy alone, with no refer- 
ence to a dividend return. a 
Insurance is the creation of a fund by means of contributions 
of comparatively small sums by the many to pay comparatively — 
large amounts of indemnity to the few. This is insurance in its — 
broadest conception, and the contrast between the many who escape 

_ disaster and the few to whom it comes is narrowed in the case of 
workmen’s compensation, because a large number of accidents are | 
constantly occurring which individually occasion small payments, 

_ but which are heavy in the aggregate. Serious accidents causing _ 
death or permanent disability with heavy payments of indemnity 
are not so frequent as the slight accidents just mentioned, and occur 
to comparatively few of the employers contributing to the fund, 
but they too are heavy in the aggregate. It is against these serious 
accidents that an insurance system most aptly applies. 

In order to establish a fund, contributions are secured in the 

_ form of premiums; and premiums are calculated by taking a unit of 
exposure to risk, multiplying that unit by the rate, and then multi- 
plying the product so obtained by the number of units of exposure, 
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The theoretical exposure is the number of men working during 
a year reduced to the equivalent of the number of men working a 
standard number of working days during a year at a standard num- 
ber of hours per working day. The practical exposure, and the one 
used, is the pay-roll of those men for a year. The pay-roll basis 
approximates the theoretical basis, and clears away the difficulty 
of men not working a full year or working at part time during por- 
tions thereof. If we can approximate the yearly wage of a man 
working a whole year, the number of men working a whole 
year can be obtained by dividing the total yearly pay-roll by the 
average yearly wage of one man. If the pay roll is $1,000,000 and 
the average yearly wage $600, the equivalent number of men exposed 
to risk for a year is 1,000,000+600 = 1,667. 

The practical exposure being the yearly pay-roll of an employer, 
& practical unit of exposure must be adopted, and this is $100 of pay- 
roll. The ratio of the benefits paid injured workmen or their 
dependents to the number of one-hundred-dollar units of pay-roll is 
the basis of workmen’s compensation rates, and is called the ‘ pure 
premium.” It is that rate per $100 of yearly pay-roll which would 
be charged after all corrections had been applied, were there no 
expenses in the administration of the business. These corrections 
will be considered later. 

As accidents vary in frequency and seriousness among em- 
ployers in different lines of business it would be unfair to determine 
“pure premiums’”’ for all pay-rolls of all classifications of employers 
combined. A generally recognized standard list! of industrial classi- 
fications, about 1,500 in number, has been made, and rates for each 
of these classifications have been determined. 

In order to determine as dependable pure premiums as possible 
it becomes necessary to secure the largest possible experience upon 
individual industrial classifications. It is unnecessary to enlarge 
upon or to illustrate the proposition that the larger the exposure to 
risk the more dependable the average pure premium per unit of 
exposure ($100 of pay-roll). The work of the National Workmen’s 
Compensation Service Bureau, composed of about twenty stock 
companies administering workmen’s compensation insurance, is 
probably the best example of the calculation of pure premiums by 


1 See Standard Manual of National Workmen’s Compensation Service Bureau, 
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reason of its being in possession of more workmen’s compensation 
statistics (and all on a uniform basis) than any other organization. 
~The companies comprising the bureau have for several years been 
reporting their statistics. These have been reported by states, 
within states by years of issue of policies, within such issues by 
manual industrial classifications, and within manual classifications, 
among other variations, by kind of benefit paid to injured workmen. 
To these statistics reported by the companies to the bureau has been 
- added such additional experience coliected by the insurance depart- 
‘¢ ments and industrial accident boards of various states as was on a 
basis uniform with the bureau’s experience, and it is a matter of 
congratulation that the methods of the state bodies and the bureau 
in the matter of statistics have in a number of instances been prac- 
tically uniform. The bureau being in possession of this experience 
has combined it by states, within states by year of issue, within 
years of issue by manual industrial classification, ete., thus producing 
as extensive and dependable experience as can be found. In such 
combinations corrections have been made to take care of varying 
cost of the workmen’s compensation laws of the different states, so 
« "that all may be upon a known level. 

7 Experience in the United States is in general tabulated upon a 
policy year of issue basis. This means that all policies issued, say in 
fois are considered as belonging to the 1915 unit. A policy issued 


in January, 1915, will expire in January, 1916, one issued in June, 
8 will expire in June, 1916, etc., so that the last policy to expire in 
i 1916 on 1915 issues will be one issued on December 31,1915. The in- 
_demnity and medical payments covered by these policies, when made, 

. are ticketed with a 1915 issue mark, so that whenever, even during 
a long period of years, a payment is made on an accident covered by 

a 1915 policy it will be referred to the 1915 issue. The same proce- 

dure is adopted with payments incurred but not yet made on such 
accidents, commonly known as outstanding medical or indemnity. 

The pay-rolls on these policies are ticketed in a similar manner. 
Thus a basis is established for computing rates that will take 

care of all medical and indemnity payments incurred during the year 

for which a policy is issued, so that when an employer pays his pre- 
mium on a policy he knows it will cover all indemnity and medical 

aid for all accidents occurring during the period the policy covers. 

His premium for that year is a part of his business expenses and he 
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knows that there will be no assessments for accidents occurring 
during that year to be paid for by him at a later date. 

This year of issue basis also enables comparison of the experi- 
ence of one year of issue with another, thus establishing whether the 
cost of compensation is rising or remaining level. 

After all of this experience has been combined and reduced to a 
common level by means of appropriate factors, the medical and 
indemnity benefits, paid and outstanding for the individual manual 
classifications are divided by the number of $100 units in the pay- 
roll exposure for those classifications, thus producing a basic pure 
premium for each classification. Despite the fact that a great vol- 
ume of experience is in the possession of the bureau, it may be that 
on certain classifications there is, and can be, but little experience. 
The experier ce on such classifications is carefully studied in its 
relationship to similar classifications having dependable experience, 
and pure premiums decided upon. The whole experience is then 
checked up to see that these judgment pure premiums are in all 
probability correct, and the basic pure premiums are released for 
rate-making purposes. 

It now becomes necessary to determine whether outstanding 
benefits? have been adequately given in the experience and, if not, 
to establish a correction factor to take care of the inadequacy. 
This is done by checking up the experience on outstanding losses in 
the past. If it be found that a factor is necessary, such a factor is 
decided upon. It will be a decimal which we shall call k. 

Because the compensation laws in the various states differ in 
their provisions, a series of values or differentials must be estab- 
lished which will measure the cost of all laws in comparison with a 
law adopted as a base. The base adopted is the original Massa- 
chusetts compensation law. In order to arrive at these law differ 
entials a standard table of accidents distributed according to 
seriousness, constructed by Dr. I. M. Rubinow and published by 
the Spectator Company of New York City, is assumed to apply to 
every state and to every industrial classification. The cost of the 
law in each state for these accidents is worked out upon a basis of 
weeks’ wages. The medical cost expressed in weeks’ wages and 

determined from actual experience wherever possible is included. 
By dividing such cost for each state by the cost for the basis state a 


7 moe * Benefits which it will be necessary to pay but which have not become due. 
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series of law differentials is obtained. Knowing the common level 
of the combined basis premiums as far as the law cost is concerned, 
the basis pure premium is multiplied by the ratio of the law cost for 
the state for which the rate is sought to the law cost in the com- 
bined experience. This will be a factor which we shall call 1. 

An objection to this method may be raised because different 
industries produce different distributions of accidents. This is quite 
true, but no statistics can be obtained which will determine these 
varying distributions, and as the factor is a ratio anyway, the effect 
of different distributions will be to produce different ratios which 
may not be much at variance with each other. Until a new table 
is compiled or distributions obtained for various industries it is felt 
that the above method is the best that can be used. 

Another consideration is that of varying accident frequency 
between states.2 Do accidents occur more frequently in one state 
than another, and if so, do all accidents, serious and non-serious, 
vary to the same degree? If so, a factor to correct for this should 
be applied, which we shall call a. 

The study of compensation experience shows that as a compen- 
sation law grows older the cost of compensation increases. This 
has been ascribed to the education of the workmen as to the law and 
his right to benefits thereunder, and to an increasingly liberal 
construction of the law by the courts and industrial accident boards 
or commissions. So a factor must be applied to take care of this 
which we shall call 7. 

In issuing compensation policies variations in the manual rates, 
which are average rates, are allowed after an inspection of the plant 
of an employer or a study of the accident experience of his plant. 
These are known as schedule variations in rates, when inspections 
determine such variations, and experience variations when the 
determination is upon the accident record. Rates are increased or 
decreased upon individual plants upon these bases and it has been 
found in the past that the increases and decreases in rates did not 
offset each other in the combined experience so as to reproduce an 
average rate. This effect of Schedule and Experience rating must 


* See Synthesis of Rates for Workmen's Compensation, p. 12. C. E. Scatter- 
good. Published by the Fidelity & Casualty Company, 92 Liberty St., New 
York. 
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laws may specifically cover industrial dis- 
eases and others have been construed to cover them. In such cases a 
factor forindustrial disease must be introduced, which we shall call d.4 
If the insurance carrier thinks that by reason of his service in 
administering the compensation fund he is entitled to a small profit, 
a loading for profit may be added, which we shall call p. 


Basis Pure Premium oe 
Underestimate of Outstanding Benefit Factor eel, k 


Accident Frequency Factor................ 
Schedule and Experience Rating 


Applying these factors to the basic pure premiums we have as | 
the pure cost, without expenses, for a given state: 

(Basic Pure Prem.) (1+) (1+/) (1+a) (1+7) (1+s) (1+d) (1+ p) 

In general k, 1, a, i, s, d, and p are fractional, so that the quan- 
tities in the parentheses are each greater than unity, but conditions 
may arise where a quantity in parentheses may be less than unity, 
as for instance, in the case of accident frequency. 

So far we have considered the pure medical and indemnity cost 
of compensation, but this is only a part of a rate. Expenses must 
be incurred in administering this fund:—claim expenses, taxes, rent, 
stationery, etc.; acquisition of business expense, inspection expense, 
administration expense. The ratio of expense to rate will not be so 
high in a state which gives high compensation benefits as in a state 
where low benefits are given by the law. Therefore the percentage 
loading of the rate for expenses for a state with high benefits will be 
less than for one with low benefits. A series of loadings for expenses 
has been calculated with this feature in mind. Let eh represent the 
expense per cent of the rate in a state with high benefits and em the 
expense per cent in a state with low benefits, and er the loading for 
a state with medium benefits. If eh, em, or er, as the case may be, 
is the expense per cent, then 1—eh, or 1—em, or 1—er is the per cent 
of rate for compensation medical and indemnity benefits and this 
‘A consideration of this feature is too long for this article and the reader is 


referred to a pamphlet by the writer, Synthesis of Rates for Workmen’s Compen- 
sation, P- 17, published by the Fidelity & Casualty ouguny of New York. 
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percentage is the pure cost per $100 of pay roll. Then the pure cost 
divided by 1 —eh, 1—em, or 1 —er will give the rate including expenses. 
Expressed in formula :— 
For states with high benefits Rate= 

(Basic Pure Prem.) (1+k) (1+0) (1+a) (1+8) (1+d) (+p) 

1l—eh 

For states with low benefits 
N 
For states with intermediate benefits Rate= es 2 ee 


l—er 


If for any reason it is expected that during the period for which 
rates are calculated conditions other than those already taken care 
of will arise which will tend to increase or decrease the cost as shown 
by the experience upon which the pure cost is calculated, a factor . 
(1+2z) should be included in the numerator which will be greater or ¥ 
less than unity as the case may be. As a case in point, note in- _< 2 : 
creased number and severity of accidents due to abnormal industrial i 
activity during the European war. = 

If it be argued that the expense factor is too large in any case, — vi 
it should be noted that claim adjusting expenses could very well 
be referred to the numerator as a loading upon the Basic Pure Pre- 
mium, because these may be considered as part of the pure cost. 
It shou!d also be observed that a carrier has no control over the part 4 
of the loading charged for taxes and fees to the state. If these items 
be transferred to the numerator the expense loading is lessened. 

In the study of workmen’s compensation a clear cut recognition 
of the expenses in connection with the administration thereof should 
be made. Expenses should be analyzed according to adequate 
definitions and charged under a correct system of accounting. 
Otherwise how can one system of administration be compared with 
another; or how can an insurance company transacting multiple — 
lines of business know that each line of business is bearing its proper 
expenses? There is this difference between the medical and indem- 
nity disbursements of an insurance carrier and the expense disburse- 
ments: the medical and indemnity are paid to or in behalf of injured 
workmen under provisions of law and are easily recognized, while 
the expense payments include those which may be assigned to 
specific claims and also that great, hazy mass of overhead charges 
such as rent, stationery, light, postage, telephone, telegraph, express, 


| 
| 
| & 
* 
4 


etc., which are not without considerable study and care assigned in 
proper portions where they belong.® 

It has just been remarked that medical payments in behalf of 
injured workmen are easily recognized, but a situation presents 
itself where this classification of disbursement is not so readily dis- 
cerned. Suppose an insurance carrier employs physicians to 
administer medical relief and while doing this to settle claims. 
Shall the expense of such agents be charged as a medical disbursement 
to the injured or as a claim expense to the company, or should such 
disbursement be divided in some proportion between medical to the 
injured and claim to the carrier. How can the administration of 
different insurance carriers be compared when three different com- 
panies may each classify this kind of disbursement in a different 
manner? This is just one case for purpose of illustration. 

It is submitted that no comparison between insurance carriers 
can be made until their accounts are placed on exactly the same basis 
in every particular, and that everything be analytically accounted 
for and audited by the same disinterested parties. 

One more item remains to be considered and as this is a flat 
charge upon pay-roll independent of rate, the calculation of the rate 


has been considered first. This is the catastrophe rate added to 
care for extraordinary losses. This rate does not vary with the pure 
premium and is regarded as an addition to the rate itself. Let us 
call it c, which represents an amount of c per $100 of pay-roll. We 
now have:— 


Rate for high benefit state= 
(Basic Pure Prem. A+?) 
1—eh 
It may by this time be agreed that enduring in the race for 
carrying compensation insurance depends upon careful observation 
of the subject in all of its aspects and details. Appropriations for 
adequate scientific actuarial and statistical research work into this 
comprehensive and important subject are items in the budget of 
the insurance carrier the neglect of which is likely to be followed by 
disastrous consequences. The success of the insurer depends on 
accurate rates; and accurate rates can be computed only by trained 
scientists working with adequate modern equipment. 
§ See “Cost Accounting in Casualty Insurance,” C. E. Seattergood. Pub- 


lished by the author in pamphlet and appearing in “Proceedings No. 5” of 
( and Statistical Society of America. 
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_ for each risk, such individual rate depending upon the physical and 


THE PRACTICE OF SCHEDULE AND EXPERIENCE 
RATING FOR WORKMEN’S COMPENSATION RISKS 


By Leon 8. SEnror, 
Manager and Secretary, Compensation Inspection Rating Board of New York. 


In another article appearing elsewhere in this publication the 
reader has already been made familiar with the process involved 
in the determination of manual or basic rates for classifications or 
industrial groups to be covered by workmen’s compensation in- 
surance. It is well recognized, however, that the elaborate process 
which has resulted in providing basic rates for classes of risks is only _ 
the first step towards the ultimate object of ascertaining the cor-— 
rect rate for the individual risk. ; 

The manual which has been established upon the basis of _ | 
general and class experience contains average rates applicable to 
classes of risks but not appropriate to individual risks within the 
class. In the general process of rate-making the underwriters have : 
adopted a number of classifications which cannot, with any degree ; 7 
of accuracy, describe every risk to be assigned to the classification. = 
They were obliged to select pure premiums on a judgment basis in * 
those cases where the class experience was insufficient to produce © 7 
a reliable pure premium. 

Practically every class for which a basic rate has been deter- 
mined includes a number of risks that vary materially with respect i i ' 
to their physical and moral conditions. It is obvious that to charge : 
the basic rate provided in the manual for each risk within a given _ 
classification does not promote the ends of justice. Equity de- 
mands that differentiation should be made between rates for em-— 
ployers who have modern plants and those for other employers in 
the same class whose workshops and equipment are of an inferior 
type. In order to justly discriminate in the rating of risks varying 
as to conditions with respect to safety, merit rating systems have 
been inaugurated with the object of providing an individual rate 


moral conditions in the plant. Two distinct systems are in use 
for that purpose, schedule rating and experience rating. ors 
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“Schedule Rating’’ may be defined as a method of rating where- 
by it is intended to promote greater equity in the distribution of in- 
surance cost by providing an individual rate for each risk based 
upon the physical character of the risk. The practice of rating 
each risk individually upon merit—establishing a rate higher than 
average for the inferior plant and a rate lower than average for the 
superior plant—is of important social value as an ecomomic force 
in accident prevention work, to which subject I intend to refer later. 

For the purpose of enabling the individual rating of risks 
through measurement of risk hazard, the underwriters, with the aid 
of safety engineers, have prepared a rating system referred to in 
insurance parlance as a “‘schedule.’’ This schedule makes a com- 
plete analysis of the average manufacturing plant and the normal 
items of hazard that contribute to industrial accidents. This 
analysis covers among other things the type of building construc- 
tion, existing facilities for safety of employes against fire and 
panic hazard, the condition of floors, hoistways, stairs, elevated 
runways, platforms, boilers, pressure apparatus and steam engines. 
The schedule provides standard methods for safeguarding machin- — 
ery and equipment, for the organization of safety committees and 
the improvement of sanitary and hygienic conditions. In the con- 
struction of the schedule the average plant has been taken as the 
basis and values in the form of rate or premium charges and credits 
established for the existence or absence of hazardous conditions. 
The rate values in the present schedule have been determined by 
interstate committees of underwriters and safety engineers upon — 
the basis of a study of accidents sustained in European and Ameri- _ 
can industries, with particular reference to the causes, severity and 
frequency of such accidents. | 

In the application of values, the underwriters have given rec- 
ognition to three broad divisions of risk hazard: First: catas- 
trophe hazard—All classifications are subject to the panic or catas- 
trophe hazard, and all employes in any given risk are equally 
affected. The collapse of a building, the occurrence of a fire, the 
explosion of a boiler or the failure of a tank, are hazards which are 
not peculiar to any particular industry and not limited to any group 
of employes. The values for these hazards are, therefore, applied — . 
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SCHEDULE AND EXPERIENCE RATING 
in the form of flat charges and credits to the manual rate for all 
classifications, thereby distributing the cost equally among all in- 
dustries. Second:. Hazards peculiar to the industry and affecting 
all employes—Items relating to power transmission, working 
machines, proportion of machine operators, safety organization and 
hygienic conditions are regarded as hazards incidental to the in- 
dustry, to be valued in proportion to the general rate for the classi- 
fication. The values are, therefore, expressed in percentage form 
to the manual rate on the theory that the ultimate premium should 
be modified in a variable manner for each classification, in propor- — 
tion to the loss expectancy indicated by the pure premium. Third: 
Hazards affecting a limited number of employes—Items relating 
to defective floors, stairways, unprotected elevated runways, un- 
guarded flywheels, transmission gears, clutches, belts, shafting or 
set screws; absence of elevator safety devices and enclosures, un- 
guarded grinding wheels, absence of safeguards for machinery and 
- engines, present hazards which expose to risk only a part of the em- © 
ployes at a given plant at any given time. The values for these 
_ forms of hazard are expressed in flat amounts and applied not to the 
rate which affects the entire pay roll, but to the ultimate premium, 
estimated at manual rate on basis of average exposure. In the 
actual application of the schedule it is necessary to inspect each 
risk and prepare a report describing minutely each item subject to 
charge or credit. 

Under competitive systems of insurance, where the state is 
charged with rate supervision, it was found necessary to establish 
_ state supervised rating organizations for the purpose of making 
inspections under a uniform schedule, its application to be free from 
discrimination and competitive influences. Rating organizations | 
_ of this character have been established in the states of New York, 


_ Massachusetts, Pennsylvania and California. Under this system — 


every insurance carrier is required to become a member of the rating — 
_ organization and to submit to such organization each risk subject 
to schedule rating. The inspection report on each risk is valued in 
accordance with the provisions of the schedule and the resulting 
_ rate becomes applicable to the risk for a given period. The assured 
has the privilege of securing a copy of the inspection report and 
may, with the advice of the insurance carrier or through his own 


engineers, make such improvements in the plant as the inspection 
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may indicate and thereafter apply for a reinspection which will 
result in a lower rate. It is clear that the opportunity to secure 
reduced rates for improvements made upon expert advice has an 
important influence in stimulating the work of accident prevention, 
in reducing the accident rate and thereby lowering the cost of in- 
surance. 

The first rating schedule has been criticised mainly on the 
ground that it resulted in a general decrease of premiums. It has 
been argued that with a manual of rates based upon average ex- 
perience and a schedule providing values on the basis of the average 
risk, the application of the system should result neither in an in- 
crease nor in a decrease in the total volume of premiums. It must 
be borne in mind, however, that the constant improvements which 
are being made by employers will necessarily result in reduced 
rates and, therefore, cause a depression in premiums which in theory 
is justified by reason of the belief that the improved conditions 
produce a lower accident rate. 

The first schedule, known as the Universal Analytic Schedule, 
applied in the state of New York, produced a net decrease in pre- 
mium rates as compared with manual rates, approximating 10 per 
cent in the first two years of its operation and approximating 20 
per cent in the last year of its operation. This very substantial 
decrease was undoubtedly due to the fact that the authors of the 
schedule had provided credit values for average conditions where no 
credit should have been allowed and had failed to provide charge 
values for inferior conditions where such charge values were ne- 
cessary. 

The present Industrial Compensation Rating Schedule, which 
is now in operation in practically all compensation states, has been 
so framed as to more closely appraise risks upon the average basis 
and will undoubtedly produce more balanced results. It is urged 
frequently, and probably with good reason, that the best sort of a 
schedule is one that provides values based upon the inferior plant. 
This kind of a schedule would provide all credits and no charges; _ 
its application, however, would not be practical in connection with _ 
a system of basic rates established upon the general or average — 
class experience. 

The authors of the next rate manual will have to give serious” 
consideration to the premium depression due to schedule rating and 
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make proper provision in the basic rates to offset this depression by - 
means of a proper differential. 

As has been mentioned already, one of the important results of 
schedule rating has been the stimulation of accident prevention work 
among manufacturers, who in the first instance have to pay the cost. 
While the insurance companies have been engaged for a long time 
under Employers’ Liability laws in accident prevention work and 
have achieved considerable success in urging employers to correct 
unsafe conditions, it is believed that the most satisfactory work in 
that direction has been accomplished with the introduction of 
workmen’s compensation laws and systems of schedule rating. 
Schedule rating offers a direct economic incentive to the employer 
to equip his plant in accordance with the provided standards, to 
introduce proper safeguards, to remove dangerous conditions that 
may lead to panic or-catastrophe, to inaugurate systems of safety y 
organization, and to educate the men as to the importance of care fan 
and safety through shop committees, bulletin boards and general - 
meetings. The introduction of schedule rating has increased in- 
terest in the study of safety standards and has accelerated the move- 
ment for uniformity between insurance companies and state au- 
thorities. There is still existing a wide conflict between the laws of  __ 
the various states and the requirements of insurance companies and | 
rating organizations and it will undoubtedly take many years before 
all inconsistencies are entirely removed, if ever. But there is al- 
ready in evidence a spirit of helpful coéperation, with a view to re- 
moving much of the inevitable confusion due to our territorial 
and political divisions. Both in Pennsylvania and in New York — 
important steps have been taken to harmonize interpretations and 
requirements so as to remove as much of the conflict as is practi- 
cable and to place the legal requirements upon the same basis as the | 
requirements of the insurance carriers. 

A few words should be said about the future possibilities of 
schedule rating. Considerable attention is now being devoted by 
thoughtful students to the scientific development of rate-making | 
for workmen’s compensation insurance. Much of the philosophic 
discussion which has recently been published relates to the subject 
of schedule rating and the future progress of the practice. L 

The students’ attention is particularly directed to recent papers _ 
presented before the Casualty Actuarial and Statistical Society of | 
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America by Mr. Albert H. Mowbray and Dr. E. H. Downey.! 


These papers are of special value in pointing out ways and means by 


which the present system of schedule rating may be improved so as. 
to harmonize the underwriters’ purpose to provide equitable rate 


adjustment with effectiveness for accident prevention and to sub-— 


ject the schedule to statistical control so as to ultimately substitute 
mathematical values in place of judgment values for specific items 
of hazard. 

There is also the very important question frequently raised by 
critics as to whether any single rating schedule can be applied uni- 
versally to the great variety of manufacturing risks that come under 
observation. For example, underwriters are familiar with the 


difficulties encountered in the rating of metal and woodworking 


risks. The problem of providing sufficiently clear and definite 
classifications for metal workers has been under discussion, to the 
writer’s personal knowledge, for a period of three years. While a 
special rating formula has been devised and applied to such risks 
in several compensation states, authorities are not agreed that the 
method of formula rating is the final solution. Similarly in the case 
of carpentry shops, planing mills and other woodworking plants 
the defects of risk classification have to be largely corrected through 
the process of schedule rating. 

There is a strong probability that the authors of future sys- 
tems of schedule rating will take into consideration the needs of 
special industries and the wisdom of establishing several special 


schedules, each intended for a particular group, and there is good 
reason to believe that a study of special hazards may even lead tothe 
construction of schedules for public service and contracting risks, | 


not included at present in the general scheme of schedule rating. 


EXPERIENCE RATING 

The second system of merit rating which I have described as 
experience rating has been and still is a subject of controversy and 
division of opinion. As a matter of fact, there are two distinct 


schools of underwriting, one favoring the use of individual experience - 


as a method of characterizing the risk hazard and as a basis for in- 
dividual rate-making; the other school frowning upon the system as 
utterly inapplicable to compensation or any other form of insurance. 
1 Proceedings of Casualty Actuarial and Statistical Society of America, 
Volume 3. 
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by the loss experience for a given risk during a given period 
ig subjected to detailed analysis and, as a result of appraisal, the 
-_ elass or basic rate is modified in accordance with experience of the _ 
individual risk. Those who favor experience rating base their 
argument on the following ground: The systems of schedule rating 
thus far developed are limited to manufacturing risks; and nothing 

constructive has yet been done in the direction of schedule rating 
- contracting, public service and other miscellaneous risks. It is 
urged that such risks are also entitled to individual rating and that, 
in the absence of any system of schedule rating, the individual ex- 
perience of the risk is the proper guide for modifying basic rates. 
Furthermore, the plea in favor of experience rating is extended to 
manufacturing risks on the theory that schedule rating is not by 
itself capable of measuring the individual risk hazard. It is pointed 
out that schedule rating can only take account of the physical con- — 
ditions surrounding the plant and that such physical conditions 
are not in all cases an absolute guide. Coupled with schedule rating 
there must be, in the opinion of these advocates, a system of ex- 
perience rating so that not only the physical but the moral condi- 
tions of the risk may be properly appraised. It is stated that in the | 
underwriting experience there will be found perfect plants possess- _ 
ing all the ideal attributes which would justify a maximum rate 
reduction under the schedule but that notwithstanding, for reasons 
which are not visible to the inspector, the accident rate is abnormally 
high. On the other hand, underwriters encounter risks physically 
sub-standard but producing nevertheless a favorable accident rate. — 
Illustrations of this character serve to emphasize the argument that 
the moral character of the risk must be measured by a system other — 
than schedule rating. The individual experience of the risk, if 
spread over a sufficiently long period and over an adequate pay roll 
exposure, is likely to give a truer indication of the risk hazard in so 
far at least as its moral aspects are concerned, and by moral aspects — 
is meant the attitude of the employer, his foremen and superin- , 
tendents towards the safety and welfare of the workmen. In the © 
a - manufacturing plant, the physical valuation of the risk, combined _ 
_ with the experience valuation, will, under this theory, produce a — 
rate which will reflect the risk hazard from its physical as well asits 
- moral standpoint. In contracting, public service and miscellaneous A. 


By experience rating we mean a system of merit rating where- - o 
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risks, the experience rating system as herein indicated may be used 
under this theory for differentiating the risk from the class rate. 
The antagonists of experience rating combat this argument by | 
the statement that the loss experience on any given risk is due to 
imperfect physical conditions and to the element of chance, that the 
general experience has been used to determine the rate for the 
class and that the rate thus obtained is an average rate which should 
apply to all plants without distinction as to the particular experience | 
sustained in a given plant. It is the fundamental purpose of in- 
surance to cover the risk against the losses due to chance and it is, 
therefore, unsound in theory to penalize an employer whose ex- 
perience as a result of chance is bad or to reward another employer 
whose experience as a result of chance is good. Furthermore, all 
experience rating plans which have so far come under observation 
have not been balanced schemes and have resulted in decreasing - 
the total volume of premiums. There should be no increase or 
decrease in premiums due to experience rating for the reason that 
the manual provides a system of average rates and unless loadings — 
were provided to replace the depression due to experience rating, 


inadequate rates would result from the application of the system. 


But it is questionable whether it is justifiable to load the rates for 


any probable premium depression due to experience rating. Any _ 


experience rating system must necessarily be limited to a class of — 
risks that produce a sufficiently large pay roll or premium. Assum- 
ing that only 20 per cent of the total number of risks enjoy the 
benefits of experience rating, is it proper to increase the rates for all 
employers in order to give the benefit of experience rating to a 
restricted class? Experiments with experience rating have been 
conducted in several states and the results so far have not been en- 
tirely satisfactory, principally perhaps for the reason that no ade- 
quate plan of experience rating has as yet been devised. 

In the first two years of operation under the New York Act a 
system of experience rating was introduced in that state. The 
operation of the system, however, resulted in its application to 
selected risks, namely, those that have enjoyed a good experience, 
and the result produced a depression in premiums which could not 
have been offset in any other direction. The first experience rating 
plan was thereupon abandoned and a new plan introduced, effective 


as of June 30, 1916. It took several months to prepare the details _ 
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promise between a variety of views. In its present development the 
plan provides for the obligatory application of experience rating 
to all manufacturing risks that produce a minimum pay roll of 
$100,000 and an earned premium of $500 for a period of not less 


than two years and to contracting and miscellaneous risks with a 


minimum pay roll of $5,000 and an earned premium of $500 for the 
same period. The past experience of the risk is used as a guide for 
determining the rate on the current policy. The insurance carrier 
is required to submit an application to the rating bureau with a 
specific list of compensatable accidents sustained during the period 
on which the rating is based. Such accidents are valued upon the 
basis of an established table arranged according to the type of injury, 
and the values are derived from the provisions of the statute and 
general insurance experience. The appraisal of the medical cost 
is determined by a fixed charge for each notice of injury. The 
maximum debits and credits depend upon two factors—loss ratio 
of the risk and the size of the premium. Beginning with a maxi- 
mum value of 5 per cent for a $500 premium, it extends to 20 per 
cent for a $5,000 premium. If the loss ratio is more than 40 per 
cent and less than 65 per cent no modification is made, such risks 
falling within a so-called neutral zone. In the application of the 
plan, the rating bureau acts as the medium for exchange of ex- 
perience data among insurance carriers, and establishes the rate 
upon the data submitted under the certificate of the insurance 
carrier. The rate when published becomes available to all in- 
surance carriers and applies to the risk for a given policy term. 


This plan may be regarded so far as in its experimental stage. The _ 


valuation of six hundred risks has produced a net credit of 4 per cent. — 
One of the important criticisms in connection with the plan 


is the method of loss valuation; for instance, the fairness of charges 
established in cases of accidents resulting in death or total per- 
manent disability. It is pointed out that in such cases, the table 


provides values equal to 324 weeks of compensation for fatal cases — 


and 624 weeks of compensation for total permanent disability cases. 
Such charges easily result in rates being advanced to the extent of 
20 per cent maximum limit. It is argued that injuries resulting in 


so serious a manner are purely a matter of chance and that it is, | 
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occurrence of a single serious accident, which has the effect of 
distorting the entire experience of an otherwise favorable risk. 
Another point of criticism has been against the provision of the 
plan which requires a charge of $12 for every notice of injury, 
as a medium of appraising the medical cost. The medical cost 
will differ with different employers and with different companies. 
Furthermore, some employers are very prompt in making reports 


of notices and others are quite negligent in this respect. The 


employer who is prompt in reporting notices of accidents apparently 
suffers under this scheme. The third point of criticism is the fact 
that under every plan so far advanced the results have produced a 
depression in premiums. This criticism requires very serious con- 
sideration for the reason that a loading on premium rates for this 
item is evidently improper. ) 

Whatever merits the theory of experience rating may possess, 
it has not yet been possible to develop a plan that will produce 
rational results in its application. Until such plan has been devel- 


4 


oped, the critics are in a fair position to demand that individual _ 


rating of compensation risks should be entirely confined to the | 
practice of schedule rating and that all efforts should be directed _ 
towards the highest development of schedule rating and its possible _ 
extension to a broader sphere than that provided under the present — 


system. In the normal process of.such development we may look 
forward to the construction of several schedules, each representing 
a distinct group of industrial activity. 


— 
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COMPENSATION ADMINISTRATION AND 
ADJUSTMENTS 


Claim Examiner, The Travelers Insurance Company. ; 


‘The system of workmen’s compensation which is now in opera- 
- tion in the greater number of the states of the United States is a 
- radical departure both in principle and practice from its predecessor, 
the system of employer’s liability, which was recognized and en- 
forced by the common law. The difference in principle is that the 
compensation system is based on a recognition of the fact that 
industry should bear its proportional part of the financial burdens 
caused by the industrial accident, regardless of the fact that such 
an accident may have been caused in part by the negligence of the 
_ injured employe, unless that negligence is of such a degree that it 
can be shown that the injury was wilfully inflicted; while the 
common law system was based on the proposition that an injured 
i employe must be able to show some legal fault on the part of his 
- employer before any recovery would be allowed for an injury 
: alleged to have been sustained by reason of the negligence of the 
employer. The difference in practice has its basis in the difference 
in the administration of the two systems. The common law system 
of employer’s liability placed the employer and employe on a basis 
: of theoretical legal and economic equality, as a result of which the 
B only recourse which the employe had when the employer refused 
| to recognize liability and compensate him for injuries alleged to 
_ have been sustained during the course of his employment was to 
bring the employer into court, establish his right to recover by 
judicial process, and then collect the judgment at the termination 
of the proceedings, if judgment was secured and if collection was 
_ possible. Inasmuch as the compensation system establishes the 
right of the employe to recover for his injuries, unless it can be 
shown that they are the result of his wilful negligence, it is an essen- 
- tial element of that system that this right of recovery should be 
: - secured and that the compensation laws should be so administered 
_ as to effect the purpose for which they were enacted. This is effected 
by requiring security for the payments, and by such a supervision 
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of the adjustments made under compensation laws that injured 


employes shall receive the full amount which the law allows to 
them with as much regularity and as little delay as possible. = 


bag? 
THe INDICTMENT OF THE ComMON Law SysTEM 


The particulars in the indictment against the common law 
system of employer’s liability may be reduced to four general 
specifications. They consist of the uncertainty as to the basis of 
liability, the uncertainty as to the amount of the recovery when 
liability is established, the delay which is a necessary incident of 
legal procedure in enforcing a claim for damages, and the uncer- 
tainty as to the payment of a judgment when judgment has been 
recovered. These were the principal defects of the common law 
system which it was the object of the compensation system to 
obviate. All of these specifications were incidents of a system which 
had as its basis the element of legal fault on the part of a person 
against whom negligence was alleged. On this basis was imposed 
the theory of the equality of all litigants in the courts, which theory 
in its assumption that all litigants are able to stand the delays which 
are incident to litigation takes no notice of the economic difference 
in the condition of litigants, and thus practically closes the courts 
and denies redress to those who are unable to stand the delay and 
expense of legal procedure. 

The compensation system substitutes for the uncertainty as 
to the basis of liability the requirement that the employer shall 
compensate for all accidental injuries which an employe may receive 
in the course of his employment, and which arise out of it, except 
in the comparatively rare cases in whith it can be shown that the 
injuries were received by reason of the wilful or intentional negli- 
gence of the employe himself. It substitutes for the uncertainty 
as to the amount of recovery a specific amount which shall be paid 
during disability, or for a specific length of time. Any complete 
compensation system will substitute for the element of delay which 
is incident to the common law system of litigation a summary 
procedure for the determination and enforcement of rights under 
the compensation law, and it will substitute for the element of 
uncertainty as to the payment of a judgment a system of security 
for the payment of compensation which will assure that the injured 
will receive his indemnity just as specified by the law. =e 
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ADMINISTRATION OF THE Common Law SysTeM 


In considering the administrative feature of the compensation 
‘system, and particularly that phase of compensation administra- 
tion which deals with the adjustment of claims under the compen- 
gation laws, it is necessary by way of contrast to outline the proce- 
dure for the enforcement of a claim under the common law system 
and thus show the defects of that system, and then show how the 
- compensation system has attempted to remedy those defects. The 
common law system is based, as has been noted, on the theoretical 
~ equality of employer and employe in the eye of the law, the result 
= which is that in legal procedure each has an equal right to contest 
to the limit any allegation that may be made by the other, and as 
- employer’s liability cases are simply a part of the general work of 
_ the courts and are entitled to no precedence over other litigation 
: the injured employe who is a plaintiff must await his opportunity 
to be heard in turn with all other litigants. 

» If an employer recognizes his liability to respond in damages 
to an injured employe, or if for any reason an employer chooses to 
settle such a claim without litigation, and the parties can agree 
fe = the amount that shall be paid, litigation is then unnecessary. 
= Their agreement is subject to the legal requirement that it must 
_ be supported by a sufficient consideration, but wide latitude is 
_ given to the parties in determining the sufficiency of the considera- 
tion and the law will not disturb any settlement made -with an 
injured employe unless it appears that the consideration is grossly 
inadequate, or that the settlement was effected by fraud or duress 
and so should not be permitted to stand. The common law prin- 
ciples as to the assessment of damages may be observed or they may 
be disregarded, for the law will not interfere with any settlement 
that is supported by a sufficient consideration and, although the 
consideration may seem small, still it may be regarded as sufficient 
in law to support the agreement. 

The enforcement of an employer’s liability claim under the 
common law by legal process necessitates recourse to the courts by 
means of a suit brought by the employe against the employer, 
alleging injuries received during the course of employment by reason 

| of the negligence of the employer and demanding damages for those 


injuries. Either party is entitled to a jury to determine questions 
of fact, and as the allegation of negligence is usually a question of 
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fact it is incumbent upon the plaintiff to establish his case to the 
satisfaction of the jury by a preponderance of the evidence. The 
defendant is allowed to prove, if possible, that the injuries were 
received by reason of the negligence of the injured himself, or that 
it arose from dangers inherent in the occupation of the injured of 
which he was fully cognizant, or that they were received because of 
the negligence of a fellow-servant, unless these common law defenses 
have been modified or abrogated by some statutory provisions. 

If the jury decides in favor of the right of the plaintiff to recover, 
it is their duty to assess the damages that shall be awarded, and the 
latitude which is given to a jury in this respect is one of the principal 
defects in the common law system. While it is the theory of the 
common law that the damages assessed shall be compensatory, as 
far as possible, there is in practice littie to limit a jury in the exercise 
of their function of assessing damages but their own imagination, 
and the result is a great disparity in the amount of damages assessed 
in different cases. 

Frequently there is considerable delay before an employer’s 
liability case can be tried, and if a verdict is obtained by the plain- 
tiff it may happen that there are some alleged errors in connection 
with the trial which allow the defendant to appeal. If such an 
appeal is taken, the delay is almost indefinite and the result uncer- 
tain, for it may result in a reversal and dismissal of the suit, or a 
reversal and an order for another trial. In the former event the 
right of action is lost, while in the latter the plaintiff is just where 
he started at the beginning of the litigation. If his verdict is sus- 
tained he is then at liberty to proceed to the collection of the judg- 
ment. This may be a difficult matter unless the defendant volun- 
tarily pays the judgment, or has property which can be reached by 
attachment in satisfaction of it. 

This brief summary shows that the element of delay is one of 
considerable consequence in the enforcement of a claim by legal 
process under the common law rules of employer’s liability, for an 
injured employe may be practically deprived of his rights by reason 
of the delay which is incident to their enforcement. An incident of 
this element of delay is that of expense, for it seldom happens that 
a seriously injured workman has been able of himself to provide 
for such contingencies, hence the problem of sustenance during the 
progress of the litigation is both practical and pressing, and this 
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added to the expense which may be necessary to the litigation 
frequently causes the relinquishment of valuable rights for much 
less than an injured employe is legally entitled to receive. 


PRINCIPLES OF COMPENSATION ADMINISTRATION 


that the payment of the benefits which the law provides shall be 
made as certain as possible, and that these payments shall reach 
the injured with promptness and regularity. The element of cer- | 
tainty of payment is secured in the well considered laws by a re- 
quirement of insurance of some sort, carried by the employer for | 
the benefit of his employes for the security of the payment of the © 
compensation obligations. The element of promptness and regu- 
larity of payment is accomplished by vesting the administration of 
the compensation law in a single official or an official body whose 
sole duty it is to see that the law is properly administered, and this 
supervision over the adjustment of compensation claims is one of 
the vital features of the general subject of compensation adminis- 
tration. Some of the compensation laws which have been passed 
in the United States cannot be considered complete, even according 
to present standards of compensation, because of the fact that they 
fail to require security for the payment of compensation, and also 
fail to provide any special administrative machinery to supervise 
their execution. Such laws are necessarily defective in principle 
even though they may be satisfactory in practice. ; 
The principle of special administrative authorities for particu- 
lar classes of laws had already been recognized and developed in 
the United States long before the adoption of the compensation 
system, so in applying the principle of special administration to — 
compensation legislation, in those states in which this principle was 
adopted, the legislators were not establishing any new principle but _ 
were following precedents already established. The basis of this 
form of administration is the fact that because of the amount of de- 
tail that may be involved in the administration of some laws, and 
because of the specialized knowledge that their administration may 
require, enforcement may be ineffective if left to the general execu- 
tive authorities; or to the parties who may be interested in their 
enforcement, with recourse to the courts a necessity in cases of 
nt as to the construction and application of the laws. 


It is, therefore, an essential element of the compensation = 
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It is, therefore, to the benefit of all who may be interested that 
i. some such laws shall have administrative systems of their own. 
The administration of any law necessarily involves a combination 
of executive and judicial functions, for decisions as to the meaning 
of statutory provisions are necessary at every turn and, while it is 
4 the particular function of the judicial department of government to 
render the authoritative and final decisions as to the construction 
of all laws, it is often necessary, in the absence of such decisions, 
that rulings shall be made as to the practical application of laws 
_ which shall be made summarily and shall have the sanction of 
authority, and this can be accomplished in no better way than 
by providing special administrative machinery for the particular 
classes of laws which may prove ineffective if appeal to the courts 

_ is the only method of securing their enforcement. 
. This principle of administration had been developed particu- 
larly in connection with the regulation of the relations between 
_ public service corporations and individuals, and commissions of 
some sort as intermediaries between the individual and the courts 
in dealing with these corporations were already common when the 
compensation laws were enacted. The principle had also been 
applied to the administration of that class of labor legislation which 
relates to the safety and health of employes and the regulation of 
work of women and children by inspection of work places in order 
to see that the laws were enforced, but no such application of it had 
oe ever been made to the laws which related to the liability of the 
7 employer for occupational injuries sustained by the employe, so 
that the creation of commissions to supervise and enforce work- 
men’s compensation laws was an extension of the principle, but 
this extension seemed justifiable in view of the purpose of the laws. 
The European precedents were of little help in determining 
upon the systems of administration in the United States. The 
systems in Europe which were studied more than any others in 
connection with the formulation of our systems were the English 
system and the German system, and although our systems contain 
elements taken from both of those systems it may be said that both 
in form and substance our laws are based more upon the English 
than upon the German precedent. The administrative features, 
however, where special administration has been provided, partake 
more of the German system, for the English law is to a certain 
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extent defective according to our standards of compensation be- 
cause of its lack of administrative features, the administration being 
based upon agreement of the parties or arbitration, with resort to 
the courts when agreement or arbitration fails. The German system 
is an elaborate social insurance system, of which the supervision of 
its administration by the state is an essential element. 

As to their administrative features the compensation laws in 
the United States may be divided into two general classes, those 
which have not provided for any machinery aside from court proce- 
dure for their administration and those which have provided some 
such machinery. It may be said to the credit of those laws which 
leave the matter of administration with the courts that they usually 
provide that the procedure shall be summary, and not subject to 
the delays and technicalities which are too often incident to judicial 
procedure. This elimination of technicalities relates both to the 
form of procedure and the legal rules of evidence, for it is the spirit 
of any procedure that may be necessary in compensation adminis- 
tration that it shall be free from the technicalities which have 
developed in legal procedure and in the application of the common 
law rules of evidence. The states which rely upon court procedure 
for the administration of compensation laws are in the minority, 
for the majority of the laws have provided for a special form of 
administration. 

The form varies in detail in the different states which have 
special administration. It may be vested in a single official or in 
an official body but, regardless of differences in form, the principle 
is uniform, for the object is to secure to the claimant a summary 
decision as to his right to receive compensation, with the procedure 
as simple and informal as possible; and, if the right is established, 
to see that the compensation is paid as ordered. In order that the 
constitutional rights of the parties and the constitutional function 
of the courts may be preserved, it is provided that appeals may be 
taken to the courts from the decision of the administrative official 
or body on questions of law, but that findings of fact shall be bind- 
ing on the parties. 

It may be well to state at this point that in the practical admin- 
istration of compensation laws, particularly in those states which 
have a special administrative system, the actual parties in interest 
are usually the claimant and the insurance carrier. This is because 
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of the requirement in the greater number of the laws that the com- 
pensation obligation shall be insured and the provision that the 
insurer succeeds to all of the obligations of the employer. So in 
event of an accident the employer reports the matter to his insurer, 
and it is then the duty of the insurer to see that all of the provisions 
of the law are carried into execution. This practical condition simply 
substitutes the insurer for the employer, notwithstanding the fact 
that the proceedings may nominally be against the employer instead 


of against the insurer. 


ADMINISTRATION IN DIFFERENT STATES 

In order that the procedure of adjustment may be shown, and 
also that some of the differences in detail may be illustrated, the 
systems adopted in several of the different states will be outlined 
as representative of the systems in those states which have provided 
for a special form of administration. The states selected are 
Massachusetts, Connecticut, New York and Pennsylvania, the 
order given being the order in which the legislation was passed in 
those states. Massachusetts is selected because of the excellence 

in principle and in practice of the administration of its law; Con- 
necticut, because, although the administration provided may be 
defective in theory and in principle, in the summary way in which 
its law is administered it presents an example of excellence that may 
well be considered; New York because of the importance of the 
state, and also because of the fact that its law is of limited applica- 
tion and so presents problems of administration which are not pres- 
ent when the law is of general application; and Pennsylvania because 
of the fact that it is the most recent of the large states to adopt the 
compensation principle, and its system of administration is worthy 
of consideration. 

The Massachusetts act provides for the appointment of an 
Industrial Accident Board consisting of five members. When, 
after an injury, the employer and the employe reach an agreement 
as to compensation, a memorandum of this agreement is to be filed 
with the board, and, if the board approves this agreement as in 
conformity with the terms of the act, it will be enforced. In case 
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a! 7 ; _ this arbitration is effected through a committee of three, one each 
being selected by the employer and employe and the third, who shall 
te 
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be chairman, being a member of the board. This committee of 
arbitration investigates and makes its findings, and files its decision 
with the board. Either party may file a claim for review with the 
-board within seven days after the decision of the committee is 
rendered. If this claim is filed the board reviews the findings, and 
it may affirm them, revise them, or refer the matter back to the 
committee for further consideration. If no claim for review is filed, 
the decision of the committee stands as the decision of the board. 
An appeal may be taken to the courts from the decision of the board, 
or from the findings of the committee if no claim for review has been 
filed, but this appeal must be upon questions of law, for the findings 
of the committee or of the board as to questions of fact are final. 

The result of this procedure as to the committee of arbitration 
is in effect the same as it would be if a member of the board acted 
as sole arbitrator, for in cases of dispute between the other members 
it is the vote of the member of the board that decides, but the fact 
that each party is represented on the committee tends to preserve 
the rights of the parties, and the effect may be that the issue has 
greater consideration than it would have if the member of the board 
had nothing to assist him in reaching his decision but the presenta- 
tion of the case by the parties or their attorneys. The procedure 
is summary, and there is no cause for delay, except in those cases 
where it is deemed necessary to have the court rule upon questions 
of law, and groundless appeals are penalized by allowing the court 
to assess the whole of the cost of the proceedings on the party who 
has proceeded without reasonable ground. 

The Connecticut act has provided for a system of administra- 
tion which for practical excellence, particularly in a state of limited 
area, cannot be surpassed. Five compensation commissioners are 
appointed, one for each Congressional District. The Board of 
Commissioners act together for the purpose of adopting rules of 
procedure and the preparation of reports, but as to the adminis- 
tration of the law each commissioner is supreme in his own juris- 
diction, the Congressional District in and for which he was ap- 
pointed, and the board does not, as a matter of law, take concerted ° 
action in any compensation cases. Any commissioner may designate 
another commissioner to act for him when it is necessary, such as. 
in cases of absence from his district, or in cases of incapacity or 
disqualification. When an employer and employe fail to reach an’ 
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agreement as to compensation the commissioner orders a hearing, 
with not less than ten days’ notice as to time and place to each 
party. Appeal from the decision of the commissioner may be taken 
by either party to the Superior Court, at any time within ten days 
after the entry of the findings, and such appeals to the Superior 
Court are privileged over other actions so that disposition may be 
summary. 

The Connecticut system may be regarded as defective in prin- 
ciple because it provides for no review or confirmation of the deci- 
sion of a single commissioner by the full board. Such a provision 
would tend to uniformity in rulings on the part of the commis- 
sioners, but this objection, in view of the excellence of the adminis- 

tration in Connecticut, is largely theoretical rather than practical 
in its nature. In a larger state, particularly one larger in area, the 
system might not work so weil, but in a small state like Connecticut, 
with the commissioners in close proximity to each other, engaged in 
a common purpose, and in easy and frequent communication, this 
system works very well. 

The New York act provides for the appointment of a State 
Workmen’s Compensation Commission consisting of five members. 
The work of the commission is to a certain extent complicated by 
the fact that the New York act is one of limited application, and 

further by the fact that the commission has charge of the adminis- 
tration of the State Insurance Fund. The commission is authorized 
to appoint deputy commissioners. It is incumbent on the com- 
mission to determine disputes between employers and employes as 
to the payment of compensation, and any hearing which it is neces- 
sary for the commission to hold may be before either a commissioner 
or a deputy. The commission also has authority to require the 
parties to appear before an arbitration committee. The decision of 
a commissioner or deputy, when approved by the commission, is 
_ the decision of the commission. Appeals may be taken on questions 
_ of law, or the commission may certify questions of law to the court 
for decision, but the finding of the commission as to facts is final. 
The provisions regarding the administration of the New York 
law were changed to a certain extent in 1915, in that the State 
Workmen’s Compensation Commission established by the com- 
pensation law was abolished, and the functions of that commission 
were transferred to the State Industrial Commission, which was 
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established by the law abolishing the Workmen’s Compensation — 
Commission. This change was more in form than in substance, _ , 
for the Industrial Commission was vested with all the powers, _ 
duties, obligations and liabilities of the Workmen’s Compensation 
Commission and simply continued with the administration of the _ 
compensation law as its predecessor had been administering it. _ 
The Industrial Commission was established to take general charge __ x 
of the administration of the Department of Labor of the State of = 
New York, and the administration of the compensation law was 
only one of its functions. This change in New York may be re- | 
garded as indicative of a tendency to consolidate the administra- _ 
tion of all of the laws relating to labor into one body, and it is 
reasonable to expect that such action may be taken in other states. _ 

The Pennsylvania act provides for the appointment of a Work-_ 
men’s Compensation Board of three members, which board shall _ 
supervise and direct the work of the Bureau of Workmen’s Com- | 
pensation, and it also provides that the Commissioner of Labor and — 
Industry shall appoint as many referees as may be necessary, not 
exceeding ten in number. When an employer and employe fail to : 
agree as to compensation, the employe may submit the matter to 
the board and, when the matter is submitted to the board, the 
bureau shall in turn assign it to a referee for an investigation and © 
report. Appeal may be taken to the board from the findings of the 
referee, but the findings of fact by the referee are final unless the 
board allows an appeal, and the board’s findings of fact are final in 
all cases. Appeal may be taken to the court from the board’s | 
findings on questions of law. - 

The laws give to the different administrative authorities the 
power to summon witnesses and compel the production of any 
written evidence that may be necessary. It is not usual to vest in 
these bodies the authority to issue execution to carry out a decree, 
but the equivalent of this power is provided by authorizing the 
courts to issue execution on any decree which has become final SO, if a) 
with the full power of the courts behind any such decree, the lack 
of this power on the part of an administrative body is no essential 
defect in the system. e 

As this system of special administration is recognized as a 
necessity for the practical and efficient administration of compensa- 
tion laws, this chapter, in dealing with the adjustment of compen- 
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sation claims will assume that the administration of the law is 
vested in some special administrative body, and this body will be 
referred to, as a matter of convenience, as the “commission.” 


APPLICATION OF THE COMPENSATION LAW ar 


The first question of dispute which can be raised in a state in 
which the compensation law is limited in its application is as to 
whether or not a particular occupation is within those to which 
the law applies. -A number of the states have enacted laws which 
apply only to certain occupations, those occupations being named 
either by classes or by specification of particular occupations, so 
that in those states the common law system of employer’s liability 
still exists as to those occupations which do not come within the 
compensation law. The principle on which this distinction in occu- 
pations is based is that some are essentially hazardous in their 
nature while others are non-hazardous and, as to those which are 
non-hazardous, there is no necessity for an abrogation of the com- 
mon law system. It may happen, therefore, that in some cases 
there is a dispute between an employer and an injured employe as 
to the application of the compensation law to the occupation in 
connection with which the injury was sustained and, if this issue 
is present, the commission must, in the first instance, determine 
whether or not the law applies. 

This issue as to the application of the law may arise to a very 
limited extent in those states in which the laws are of general 
application, for practically all of the laws contain some exceptions 
of occupations which do not come within the law. The exceptions 
which are practically universal are those of domestic and agricul- 
. tural service, but in addition to these there may be other exceptions 

which have been inserted because of local considerations, and if any 

issue as to the application of one of these laws arises it is necessary 

for the commission to make a decision as to coverage. 


MEANING OF WORD CCIDEN1 


If no issue as to the application of the law is present, the next 

_ question which may arise for determination is that as to whether or 
not the occurrence which resulted in the disability is an ‘‘accident”’ 
within the meaning of the word as used in the compensation law. 
7 No attempt will be made here to frame any definition of the word 
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as it is used in this connection. In the great majority of cases the 
circumstances of the occurrence are so plain that there is no doubt 
that an ‘‘accident”’ has happened and is responsible for the dis- 
ability. But in some cases disability may arise when it is claimed 
that an alleged accident is responsible for it, and that, therefore, 
indemnity should be paid under the law, when it seems that there 
is a reasonable doubt as to whether the disability can be traced to 
any “accident” as this word is used and understood within the 
meaning of the compensation law. The most frequent instances of 
cases of this nature are those in which it appears that some disease 
is responsible for the disability, but it is claimed that the disease 
had its origin in some alleged accident. The general rule in such 
cases is that, if the disease is a result of the accidental injury, it 
should be regarded as a compensation case for the disability caused 
by the disease or for death, if death results from it, but that if the 
disease arose independent of any such injury it is not within the 
provisions of the compensation law. This rule goes to the extent 
of holding that any disease which arises during the disability caused 
by accidental injury and which may be directly traced to the injury 
is covered for compensation. Any issue of this nature is a medical 
issue, but it is essentially a question of fact and so is on the com- 
mission for determination. 

A few illustrations will show the nature of the cases of this kind 
which are presented for decision, and some of the decisions of the 
Industrial Accident Board of Massachusetts will be used as illus- 
trative. The Massachusetts decisions are not cited in any attempt 
to emphasize the excellence of the administration in that state, but 
because of their availability. The references in this paragraph are 
to the Massachusetts Workmen’s Compensation Reports. In 
T'woomey’s case, 2 Mass. 540, an employe had been injured by being 
kicked by a horse and was incapacitated about a month. After 
resuming his regular occupation he became ill of an ulcer of the 
stomach and died. His widow claimed compensation, alleging that 
this ulcer arose from an injury sustained in his employment. A 
committee of arbitration held that the medical evidence did not 
substantiate this allegation, and the decision was accepted without 
appeal. In Lynch’s case, 2 Mass. 591, an employe was injured in 
May and in September died from acute dilatation of the heart 
caused by uremic poisoning. It was held that the widow was not 


. 
q 4 7 
if 
“= 
» 
a 
| 
| 
4 
a 


286 THe ANNALS OF THE AMERICAN ACADEMY 


entitled to compensation, for no causal connection was shown 
between the injury and the disease which caused death. In Mer- 
ritt’s case, 2 Mass. 635, an employe had received a severe strain 
from which paralysis resulted, and about a year subsequent to the 
injury contracted pneumonia from which he died. It appeared 
that because of his exhausted vitality and reduced power of resist- 
ance he was unable to resist the attack of pneumonia, and as his 
weakened condition was due to the disability caused by the accident 
it was held by the committee of arbitration that his widow was 
entitled to compensation. The finding of the committee was ap- 
proved by the Industrial Accident Board. oe 


wf, 
RELATION OF DISEASE TO COMPENSATION — 


The court in Massachusetts has gone further than that of any 
other state in extending the protection of the compensation law to 
diseases which may arise in connection with employment, and this 

attitude of the Massachusetts court is justified by a distinction 
which it indicates between the language used in the Massachusetts 
act and that used in the English act and the acts in many of the 
other states. The Massachusetts act relates to “personal injury”’ 


act and the other acts generally relate to “personal injury by acci- 
dent” sustained under similar circumstances. The term “personal 
_injury”’ used in a broad sense may include disability caused by 
disease which may be directly attributed to employment as well as 
disability caused by accident, and the logical conclusion which the 
Massachusetts court has drawn from the failure of the legislature 


is that it was the legislative intention to have the act apply to sick- 
~ness which might arise from employment as well as to the disability 
This particular 


the Supreme Judicial Court in Madden’s case, 222 Mass. 487. In 
that case the claimant, an employe in a carpet mill, had strained 
herself by pulling carpets over a table and the strain accelerated a 
weakened condition of the heart and caused incapacity for work. 

_ It was held that when there was a direct causal connection between 

_ the employment and the disease an award of compensation could 
be made. The substantial question is whether the diseased condi- 
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cause of disability, or whether the employment was a proximate 
contributory cause; in the former case no award could be made, 
but in the latter it ought to be made. 

One of the most troublesome questions which has arisen in 
connection with the administration of compensation claims is that 
of the treatment of claims for disability caused by hernia. This is 
because of the fact that the best medical testimony is to the effect 
that hernia is the result of a preéxisting bodily condition, and par- 
takes more of the nature of a disease than that of an accident, and 

| from the nature of the case ig never traumatic in its origin, but the 
rupture which is the consummation of the hernia usually follows 
some strain, and when this strain occurs in connection with employ- 
ment the natural effect is to attribute the hernia to an occupational 
injury and demand compensation. The tendency on the part of 
the commissions is to connect the hernia with the alleged accident, 
if there is any basis for such a decision, and award compensation. 
Hernia claims often constitute a class by themselves, and they are 
sometimes made the subject of a special rule which shall apply to 
that class, such as the allowance of a regular operation fee and com- 
pensation for a definite period in all hernia cases. The Kentucky 
act, which is the most recent compensation law to become opera- 
tive, has made special provisions for hernia claims, when it can be 
shown that hernia results from an injury, by specifying surgical 
benefits when an operation is performed up to two hundred dollars, 
and compensation for twenty-six weeks. 

The consideration of the matter of the coverage of disease 
under compensation acts involves two phases of the subject, one of 
which, that of diseases which are general in their nature and are 
not peculiar to any particular occupations, has just been noted. 
The other phase is that of diseases which arise from particular 
occupations, usually from contact with substances used in con- 
nection with those occupations, and are termed “occupational 
diseases.”’ Under the rule adopted in Massachusetts that the term 
“personal injury’’ as used in the act is broad enough to cover 
injury from disease as well as that caused by accident, the Supreme 
Judicial Court has held that occupational diseases are covered for 
compensation, but the general rule in the other states, even where 
the acts do not particularly specify that they relate to “ personal 


| tion independent of any of the hazards of employment was the 
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injury by accident,” is that occupational diseases do not come in 
the scope of personal injuries within the meaning of the compensa- 
tion law, and compensation is denied for disability caused by these 


No compensation is payable under any of the acts unless the 
disability extends beyond a certain period, the “waiting period,” 
so called. Various considerations are responsible for the insertion 
of this provision in the compensation laws. One reason is the at- 
tempt to discourage claims for minor injuries and to encourage the 
injured to return to work as soon as’ possible in cases where the 
disability does not extend beyond the waiting period; another 
reason is that under compensation the injured must bear some 
portion of the financial loss caused by industrial accidents, and the 
loss from disability during the waiting period is a part of the loss 


not over two weeks, and some of the laws have provided that in 
cases where the disability extends beyond a certain period, say six 
or eight weeks, the waiting period shall be eliminated and compen- 
sation paid from the beginning of the disability. The tendency is, 
in connection with amendments to the compensation laws, to reduce 
the length of the waiting period, so that in some states where it was 
originally two weeks it is now ten days, and it has even been reduced 


to one week. 


While no compensation is payable as a general rule during the 
waiting period, the provision is almost universal that during this 
period, or during a period which may not necessarily correspond 
with the waiting period, for it is usually longer than this period, j 
the injured shall be furnished the necessary medical and surgical 
attention, and all of the incidents of that attention, such as medi- 
cines, hospital services, etc. This obligation is usually limited both 
as to the time within which the medical or surgical aid shall be 
rendered and as to the amount of expense which shall be incurred 
for such attention, and the administration of this provision of the 
law is one of the first administrative difficulties encountered after 
it has been determined that an accident is within the provisions of 
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If the necessary treatment can be rendered within the time 
specified by the law and at an expense not exceeding the limitation 
of the law, no complications arise, but if treatment is necessary 
beyond the specified period, or if the necessary expense is in excess 
of the limitation, or if both of these elements concur as they fre- 
quently do, the case involves its complications. The authority is 
usually given to the commission to regulate the charges for these 
services, and if the excess in amount is the only element the com- 
mission may, by using this authority, bring the charges within the 
limit. If this is impractical the only action that can be taken, in 
justice to all parties, is to prorate the limit among all of the creditors, 
paying each one a proportional share. If the employer or the 
insurance company carrying the risk does not pay the balance the 
only way in which payment can be effected is by pressing a claim 
against the injured, and if he is unable to pay the creditor loses 
the balance. 

In view of this practical consideration, the tendency is to 
remove the arbitrary limits both as to the time within which this 
treatment is to be rendered and as to the amount of expense for 
such treatment. The requirement of the Connecticut law passed 
in 1913 was that these services be furnished for thirty days imme- 
diately following the injury without any limitation as to the amount 
of the expense to be incurred; the legislature of 1915 removed this 
limitation as to time so that the requirement is now unlimited both 
as to time and expense. The Massachusetts law passed in 1911 
provided for reasonable medical and hospital service for two weeks 
after the injury without any limitation as to expense. This period 
was manifestly inadequate and inequitable in serious cases, and 
the law was amended in 1914 so as to allow the Industrial Accident 
Board in its discretion to extend the time in unusual cases. In 
commenting on this general provision it may be said that the method 
adopted in Massachusetts has advantages over the Connecticut 
method, for it is a practical necessity that strict supervision be 
exercised in the administration of this provision of the law, and if 
the commission has an opportunity to pass upon the necessity for 
such further treatment before it is rendered, and authorize it if the 
circumstances seem to warrant such authorization, the power of 
supervision is manifestly much more effective than it can be in 
cases where physicians or surgeo 
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services as they think necessary subject to a review of the charges __ 
by the commission after the services have been rendered. 
THe Mepicat ELEMENT COMPENSATION 

The importance of the medical element in compensation ad- 
ministration cannot be overestimated. One phase of this element, 
that of medical and surgical attention following an injury, has just 
been mentioned. It is the purpose of this provision in the laws to 
minimize the effects of an injury as much as possible and to facili- 
tate recovery in all cases where recovery is possible. The power 
given to the commission to regulate the charges of physicans and 
surgeons for these services is regarded as essential for, inasmuch as 
the compensation system imposes extra financial burdens on the 
employer, it is one of the objects of that system to reduce all com- 
pensation expenses toa minimum. The attempt is made, therefore, 
to keep the charges for medical or surgical attention within the 
scale which would be applied if the injured, instead of the employer 
or an insurance company, were paying them, and this is why the 
authority to regulate these charges is vested in the commission. 
It is sometimes specified in the law that the charges shall be the 
same as they would be if the injured were paying them himself, but 
if there is no such provision it is assumed that the commission will 
keep the charges within this limit. 

Another important phase of the medical element in compensa- 
tion is that of the assistance which it is necessary for the commis- 
sion to have from the medical profession. In decisions as to whether 
or not disability has terminated, decisions as to the length of dis- 
ability, and, in short, in all cases where the question in dispute is 
essentially a medical question, it is necessary that the commission 
have the best medical testimony available for its assistance. All 
questions of this nature are questions of fact and the decision of the 
commission is final. In order that the commission may have the 
necessary power to enforce its authority over disputed questions 
as to the length of disability, and other medical questions, the dif- 
ferent laws provide that the injured shall from time to time submit 
himself for examination by an impartial physician, as directed by 
the commission, and the report of the physician is the basis upon 
which the commission must, as a practical proposition, rely in 
making its decision. If the injured refuses or obstructs such an 
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examination his compensation may be suspended until he submits 
to the examination. The impartial physician is, therefore, a very 
important factor in the proper administration of the compensation 
laws for, when the opinion of the physician representing the injured 
differs from that of the physician who represents the employer, the 
opinion of a physician who represents neither party in interest must 


necessarily possess great weight. 

DisABILITy PAYMENTS » 


The disability for which compensation is payable in non-fatal 
cases is of two kinds, total and partial, and each kind in turn con- 
sists of two elements. Total disability may be either permanent 
or temporary, and the same is true of partial disability. In cases 
of total disability the compensation is proportioned to the average 
weekly wages of the injured, ranging from one-half to two-thirds in 
the different states and usually subject to a maximum and a mini- 
mum, during total disability, and subject also to any limitations as 
to time and amount that may be specified in the law. This total 
disability may be either permanent or temporary, and if it is tem- 
porary the payments for total disability cease when the total dis- 
ability ceases. The laws frequently specify some particularly serious 
injuries which shall constitute total permanent disability, and unless 
the injury comes within one of the specifications the question as to 
whether or not the disability is total and permanent is one for the 
commission to determine, aided by the necessary medical testimony. 

The payments for partial disability are based upon the loss in 
earning power occasioned by the injury, the proportion ranging the 
same as that for total disability. For instance, a workman earning 
fifteen dollars a week is injured and after recovery he is obliged to 
go back to work for ten dollars a week because of some disability 
caused by his injury. His compensation for this disability would 
be the proportion of this loss in earning power of five dollars a week 
specified by the law during the continuance of the partial disability, 
subject to any limits as to time and amount fixed in the law. It is 
frequently specified in the laws that certain injuries which may 
involve permanent partial disability shall be compensated by 
making the payments allowed for total disability for a certain 
time, these payments to be in lieu of all other compensation. This 
provision refers to certain dismemberments which do not necessa- 
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rily cause permanent total disability for all employments, even 
though they may destroy the ability of the injured for further work 
at the employment in which he was working at the time of the 
injury. The determination of the allowance which shall be made 
in cases of partial disability rests with the commission in event of 
disagreement between employer and employe, and any agreement 
made by the parties as to payments in these cases must, as a general 
rule, have the approval of the commission before it can become 
effective. 


© 


The payments in cases where death results from the injury 
depend on whether or not any dependents survive, aad in the event 
of surviving dependents the payments depend further upon the 
nature of the dependency. In cases where there are no dependents, 
the payment is usually limited to the expenses of the last sickness 
and funeral expenses, subject to a specified limit. In case of total 
dependents surviving, the payments usually correspond to what 
would have been paid to the injured during his total disability had 
he survived. In cases of partial dependency, the payments are a 
proportional part of those for total dependency, the amount being 
determined by the degree of the dependency. The laws usually 
specify certain relationships which when shown constitute total 
dependency; in all other cases where dependency is alleged, either 
total or partial, the question is one of fact for determination by the 
commission. 

. In dealing with fatal cases, therefore, it will be seen that the 
- compensation principle departs from the common law principle, 
or, speaking with greater accuracy, from the principle established 
by the statutes giving a right of action for death by wrongful act, 
which by usage came to be regarded as a part of the common law 
system. The statutes generally allowed that action to the personal 
representatives of the deceased in cases where no dependents sur- 
vived, but the compensation system recognizes only the right of 
dependents so, if no dependents survive, nothing is recoverable 
under the compensation law. This right may in turn be lost if 
for any reason dependency ceases, as may happen in case of the 
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the law presumes that he can support himself, unless in fact further 
dependency is shown. The right to receive compensation is per- 
sonal to the dependent and is in no sense a vested interest, so the 
dependent has nothing which he can pass on or which his personal 


representatives are entitled to receive in event of his death. analog. 


CONSERVATION OF COMPENSATION PAYMENTS 


It is the object of the compensation system that the payments 
to the injured, or to the dependents in fatal cases, shall be made in 
substantially the same manner as wage payments, at regular inter- 
vals and in regular amounts. The party who makes the payments, 
therefore, either the employer or his insurer, is required to see that 
the payments are made as specified by law or by the commission, 
and that they reach the person or persons for whom they are in- 
tended. In order that the beneficiaries may have the full benefit 
of the payments it is usually provided in the statutes that any 
assignment of the right to compensation shall be invalid, and also 
that any payments that may be due shall be exempt from attach- 
ment while in the possession of thé employer or of the insurance 
company. 

It is intended to keep the procedure to determine and enforce 
the right to compensation as simple and informal as possible, and 
in view of this simplicity in procedure there is nothing to prevent 
a claimant from acting as his own attorney in compensation pro- 
ceedings, particularly in those before the commission; if an appeal 
is taken to the courts it may be necessary for the claimant to be 
represented by an attorney. The aim is, however, to keep all 
litigation down to a minimum, and to keep the expenses of any 
litigation that is necessary as low as possible. As the authority to 
regulate the fees of physicians is given to the commission, in the 
interest of the employer, so in the interest of the employe the 
authority to regulate the fees of any attorney that may appear for 
the claimant is usually given to the commission. 

It was one of the practical defects of the common law system 
that, when liability was recognized and a settlement was made, or 
when for any reason a settlement was made without suit, or when 
a judgment was collected after recovery by suit, the amount which 
the injured received was paid to him in one sum. The effect of 
this practice was that the money received was frequently dissipated, 
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and the injured was then no better off than he had been before the 
recovery of his damages. The provisions of the compensation laws 
regarding the frequent and regular payment of indemnity were 
adopted in order to overcome this defect in the operation of the 
common law system, and this practice in compensation administra- 
tion negatives the idea that the benefits should be paid to the 
injured in a single amount, or in several amounts each one of which 
would be much larger than the small periodical payments. The 
law, however, recognizes the fact that in some cases there are reasons 
why a lump sum settlement to be paid in one amount, or a settle- 
ment which shall be made in several larger amounts rather than in 
numerous smaller amounts, may be advisable, and in recognition 
of this fact the different laws have provided for commutation of 
the future payments under certain circumstances. In practice this 
provision of the law is very closely guarded by the administrative — 
authorities, for if such settlements were generally allowed that 
practice might almost nullify one of the fundamental principles of 
the compensation system, that of the conservation of compensation 
payments. As a general rule a petition for the commutation of the 
future payments into one amount or into several amounts may 
be made to the commission by either the employer or the employe, 
but such a petition will not be granted unless reasonable grounds 
are shown for its advisability. The basis on which a commutation 
is usually made is that of the present value of the future payments 
at the time of the commutation, discounted at a given rate of 
interest. In cases where the length of disability is practically 
certain the commutation is a simple matter; in cases where the 
length and nature of the disability is uncertain the commutation 
must be made on the basis of an estimate. 


INSURANCE OF THE COMPENSATION OBLIGATION 


The important element of the compensation system as far as 
the interest of an injured workman in it is concerned is that he shall 
have his right to compensation determined with as little delay as 
possible, and then when the right to compensation has been estab- 
lished that he shall receive the payments as provided by the law. 
Inasmuch as the insurance of the obligation is an essential factor in 
affording security for the payment of compensation, the insurance 
adjuster, as a representative of the insurer, assumes a position of 
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much importance in the performance of this function of the system. 
When an accident has been reported to the insurer by a compensa- 
_& tion policyholder it is the adjuster who makes the investigation in 
} order to determine whether or not the accident is covered under 
. the compensation law. The report of the adjuster and the informa- 
tion furnished by him is the basis for any ruling that the insurance 
company may be obliged to make as to the coverage of the accident. 
If there is no question as to coverage and the disability lasts beyond 
the waiting period it is the adjuster, as the representative of the 

: insurer, who sees that the injured gets his compensation according 
to the law. Any medical questions that may present themselves 


r are discussed with the physicians by the adjuster, and the adjuster 

a ‘e frequently represents the insurer in any negotiations with the 
rs administrative authorities that may be necessary. In those nego- 

, tiations with the authorities which are merely formal the adjuster 


may also represent the injured, and assist him in any matters in 
which there is no conflict of interest between the claimant and the 
insurer. It will be seen, therefore, that the position of the insurance 
adjuster is a vital cone in the compensation system. 
The protection by insurance of the employer against the lia- 
‘6 bility imposed by the common law was extensively practiced prior 
to the adoption of the compensation system, and it may be supposed 
that the insurance of the compensation obligation is but a natural 
| . and logical extension of this practice of carrying insurance to protect 
against the common law obligation, but the difference in the basis 
on which the insurance of each obligation rests is radical. The 
policy which was issued to the employer to protect him against his 
" common law liability was for the protection of the employer rather 
than for the security of the employe, and it was an agreement 
‘a between the employer and the insurer, limited in its extent, in which 
the employe had no legal interest. The policy covering the com- 
pensation obligation, on the contrary, is issued for the benefit of 
the employe, is unlimited in its extent so that it must provide for 
the assumption of the whole compensation obligation, and the 
employe can enforce the obligation directly against the insurer. 
: This difference in basic principles will account for the difference 
_ in the attitude of an insurance company in adjusting a claim under 
an employer’s liability policy and one under a compensation policy. at 
The liability companies have been subject to much undeserved _ 
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criticism for their alleged practices in adjusting liability claims, but 
a considerable proportion of this criticism has been due to a mis- 
understanding of the function of liability insurance, for it was 
assumed as a basis for the criticism that the liability policy was 
carried for the benefit of injured employes, and that an insurance 
company was attempting to evade its obligations when it failed 
to make immediate settlements. The answer to this criticism is 
that the insurer under a liability policy accepts only the common 
law liability of the employer, and has the same right to deny lia- 
bility and contest a claim that the employer himself has and, in 
addition to this, the element of the measure of damages is so in- 
definite that it is often exceedingly difficult for an injured employe 
and an employer or his insurer to agree upon any reasonable amount 
in cases where liability exists, for the demand of the injured in such 
cases is usually far in excess of what an employer or an insurance 
company would pay without a contest, so the only alternative is 
to leave the matter to the courts for determination. The attitude 
of an insurer under a compensation policy is that the claims which 
may come under the law will be paid with all reasonable expedition — 
in order that the purpose of the law may be carried out, and that | 
claims for compensation will not be contested unless there is some 
reasonable basis, either in law or in fact, for contest. This is the 
spirit of compensation administration generally, and it is much to 
the credit of all administrative authorities in the United States, 
both the courts and the special administrative bodies, that, as far 
as the indemnity payments are concerned, the laws have been 
administered with an honest intent to execute their purpose, and 
in a spirit of fairness to all who are interested in their administration. 
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THE PUBLIC SUPERV ISION OF WORKMEN’S COMPENSA- 
eel TION INSURANCE! | 
Special Deputy, Pennsylvania Insurance Department. 
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The essentially social character of workmen’s compensation 
insurance is, happily, no longer open to debate. Experience has 
shown, and informed opinion has everywhere recognized, that 
efficient insurance is indispensable to the public purposes for which 
workmen’s compensation laws are enacted. Work accident in- 
surance is thus affected with a public interest paramount to every 
private consideration, and the right and duty of the state to con- 
serve that interest, either through direct governmental agency or 
through public supervision of private insurers, will scarcely be 
denied even by the extremest. advocates of private enterprise. 
Therefore, as respects those jurisdictions which allow commercial 
insurance to exploit this field, it becomes important to define the 
aims, the instrumentalities and the limitations of public supervi- 
sion. 

The objects aimed at in public supervision should evidently be 
coincident with the public interests which supervision is designed to 
conserve. These interests comprise the prompt and full payment 
of accruing compensation benefits, security of deferred payments, 
equitable rates as among insurants, encouragement of accident 
prevention and the furnishing of insurance at reasonable cost.? 
These objects are sought to be attained through the supervision of 
claim settlement, the licensing of insurance carriers, supervision of 
reserves and rate regulation. The first of these administrative 
divisions falls without the scope of the present inquiry; it is not 
specifically a problem of insurance, but belongs to the general sub- 


1 This paper overlaps to a considerable extent an article on the “‘Organiza- 
tion of Workmen’s Compensation Insurance”’ in The Journal of Political Economy 
for December, 1916, which article had already gone to press when the request for 
the present paper was received. 

* For a fuller statement of the social ends of workmen’s compensation in- 
surance see an article by the present writer in The Journal of Political Economy, 
Dec., 1916. 
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ject of workmen’s compensation administration. The remaining _ 
topics will be dealt with in the order named. 
THe LICENSING OF COMPENSATION INSURERS — 
Compensation insurance, in most states, is restricted to author- 
ized insurers—a restriction which is practically enforced by penaliz- 
ing the employer for failure to obtain authorized insurance.’ The 
objects of such authorization are two: to exclude unsound or irre- 
sponsible insurers and to bring every carrier of compensation in- 
surance within the jurisdiction of the particular state concerned. 
The latter purpose is effected by designating the insurance com- 
missioner as the insurer’s attorney for the service of legal processes 
and by empowering him to revoke the license of any insurer which 
fails to comply with statutory requirements. Licensing is thus the 
beginning of supervision, for insurance is a business which may be 
carried on by mail without resident agents to punish or local property 
to seize so that, if unlicensed carriers were permitted to operate, 
there would be no practical method either of enforcing their solvency 
or of regulating their practices. But, while the states have taken 
good care to assert their jurisdiction over insurance carriers, the 
laws governing the admission of insurers are altogether too lax to 
secure financial responsibility. Stock companies, indeed, are re- 
quired to possess a certain modicum of unimpaired capital, but this 
resource need not bear any stated relation to the amount of insur- 
ance in force, nor is any part of it set aside for compensation, as 
distinguished from other, liabilities. Similarly, mutuals and inter- 
insurers must have the power to assess insurants, which takes the 
place of capital stock. Given a sufficient spread of risk, this assess- 
ment power is evidently an excellent security—few stock companies 
can show combined capital and surplus equal to one annual pre- 
mium. Unfortunately, however, most states permit the organiza- 
tion of mutual or reciprocal insurers upon an utterly insufficient 
basis. Wisconsin requires the coverage merely of 1,500 employes, 
New York of 3,000, and Pennsylvania of 5,000. The annual pre- 
mium upon 5,000 employes in a low rated industry may not equal 
a single death benefit. The fruit of such legislative folly is seen in 
3 Self-insurance, so called, will come within this category in those states which 
permit an employer to carry his own risk upon obtaining proper administrative 
authorization. 
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| j the closing out of three compensation mutuals and the more or less 


- compulsory retirement of eight stock companies within the present 
year. 

7 The weakness of the present licensing laws is apparently trace- 
able to the American fetich of free competition. It is felt that 
- stringent requirements for the admission of insurers would hinder 
the development of new companies and give an unfair advantage to 
stronger competitors. But this is to overlook the fundamental re- 
quirements of the case. Compensation exists for the protection of 
injured workmen and their dependents. The public interest in 
furnishing this protection—an interest expressly avowed in the legal 
obligation to insure—ought not to be prostituted to the profits of 
insurance promoters or even to the employer’s right to purchase 
insurance where he pleases. Wherever, therefore, a private in- 
surer, whether stock or mutual, is permitted to assume this public 
function, it should be required to possess a substantial volume of 
assets over and above incurred liabilities. A net surplus, not less 
in any case than five maximum death benefits nor less than 50 per 
cent of one year’s premiums, and devoted irrevocably to compensa- 
tion obligations, would seem to be the minimum requirement con- 


; sistent with security. 
RESERVE REQUIREMENTS 


The compensation liabilities of an insurance carrier fall into 
three readily distinguishable categories: deferred payments on 
account of accidents which have already occurred, payments to be 
os incurred by reason of ordinary accidents during the unexpired 
oi portion of existing insurance contracts, and payments on account 
G of a possible catastrophe. The assets held against these several 


he? . liabilities, present or prospective, are commonly known, respectively, 
ts as claim-loss, unearned-premium, and catastrophe reserves. Fail- 
‘nt ure to keep in mind the very different requirements of these dis- 
ia tinct types of reserves is responsibie for not a few of the shortcom- 


ings in current insurance law and practice. 
The importance of claim reserves is directly proportionate 
et to the adequacy of compensation benefits. Any reasonably suffi- 
cient indemnity for work accidents must comprise life pensions to 
workmen who are permanently disabled and pensions for the whole 
period of dependency to the widows and orphans of those who are 
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-% killec in the course of employment. Since these pensions, in the 
- aggregate, will greatly exceed the cost of temporary disabilities and 
of medical relief, much the greater part of the benefits incurred in 
any given year, under an adequate compensation law, will take the 
form of deferred payments. Even under the limited benefit pro- 
visions of most American acts, there are numerous liabilities run- 
ning for long terms of years and thousands of families whose standard 
of life depends upon the security of future compensation payments. 
To an insurance monopoly, these deferred obligations need occasion 
no concern, for it is always in the power of a monopolistic insurer 
to meet current payments out of current assessments.‘ But the 
_ ease is quite otherwise when the law permits free choice among com- 
_ peting insurers. The accrued cost plan of premium assessment is 
as inapplicable to competitive compensation insurance as to com- 
petitive life insurance, and for a somewhat similar reason. Cur- 
- rent payments on account of accidents occurring in a given year 
are but a fraction of the ultimate liability; assessments, conse- 
quently, are low at the outset and only gradually approach their 
limit of full-reserve or incurred-cost premiums. Hence a new as- 
sessment insurer can always deplete the membership of an older 
rival which has already attained a high level of accrued payments. 
In compensation insurance, therefore, just as in life insurance, there 
can be no security for the deferred obligations of a competitive in- 
surer save by means of adequate reserves. Under competitive 
conditions, accordingly, the maintenance of adequate reserves 
becomes the first duty of supervising authorities. 

It must be owned that this elementary task of public supervi- 
sion falls much short of fulfillment in the United States. The 
existing reserve law, designed originally for liability insurance, 

is notoriously inadequate for the conditions created by workmen’s 
compensation. Its fundamental defect is the basing of reserves 
upon a fixed percentage of premium income—to wit, 54 per cent of 
earned premiums, less losses and loss expenses paid. By this 


‘The West Virginia State Fund, e.g., is technically insolvent in that its assets 
in hand do not equal its outstanding liabilities. This fact, however, does not at 
all jeopardize the payment of claims. Payment has never been suspended and 
the deficit accumulated from the period of inadequate rates is being gradually 
extinguished by current assessments. 

The statement in the text would, of course, not hold unless the monopoly 
possesses full assessment power and covers a substantial volume of industry. 
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- maladroit device, either inadequate rates or abnormal losses will 
_ infallibly produce insufficient reserves. Moreover, it is just the 
- gmall and weak companies, most in need of stringent reserve require- 
_ ments, that are most exposed to both these contingencies. Weak 
companies notoriously are addicted to rate cutting, some of them 
a operating at the present moment upon rates which are below pure 
premiums, at the same time that their expense ratio is much above 
the average for well-managed companies. Small companies, also, 
because of their limited risk distribution, are peculiarly liable to 
wide fluctuations of loss experience, while their very weakness 
drives them to an adverse selection of business. Inadequate re- 
serves, accordingly, characterize weak companies under the present 
- law—and the worse their experience, the smaller their reserves, not 
only relatively but absolutely. Given a loss ratio of 100 per cent— 
a ratio by no means unheard of in actual experience—loss and loss 
expense payments will easily absorb the full legal reserve, leaving a 
_ large balance of uncovered liabilities. To make a bad matter worse, 
- the stipulated reserve is insufficient even for a normal experience 
_ with adequate rates. The present rates of leading companies are 
calculated upon an average loss ratio of 60 per cent, with an ex- 
pense loading which includes 7 per cent of premium for claim adjust- 
v2 ment. The reserve law assumes, in other words, that 54 cents of 
assets will discharge 67 cents of indebtedness. Lastly, there is no 
2 segregation of compensation from totally unrelated liabilities, so 
that the security of compensation benefits is bound up with the 
general solvency of miscellaneous insurance carriers. 

The shortcomings of the present reserve law have long been 
recognized. The proper remedies have been a subject of much 
discussion by companies and supervising authorities which has at 

length eventuated in a bill brought forward by the appropriate 
committee of the National Convention of Insurance Commissioners. 
This bill provides, in substance, that the reserves upon compensa- 

_ tion policies issued more than three years prior to the date of valua- 

_ tion shall be the present value of future payments, and the reserves 
a upon policies of later years of issue shall be 65 per cent of earned 
premium, less losses and loss expenses paid, subject, however, to the 
further requirement that the reserves on policies issued more than 


See Proceedings of the Joint Conference on Workmen’s Compensation In- 
surance Rates, 1915 (New York Insurance Department), p. 24. 
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two years before the date of valuation shall be at least equal to the 
present value of future payments. The merits of the bill are that it 
increases the percentage basis of reserve and that it provides for an 
actual valuation of claims under all but the last two years of ac- 
count. Its weaknesses are that it prescribes no method of indi- 
vidual claim valuation, that its required percentage of earned 
premium is insufficient to cover losses and loss expenses under 
present rates with average losses, that it allows three years to elapse 
_ before even this level will be attained, that it makes no provision 
(except a doubtful administrative discretion) for cut rate companies 
or companies with worse than average experience, that it permits 

the deduction of adjustment expense from compensation reserves, 
and that it fails to separate compensation from general liability 
obligations. Inasmuch as this bill is likely to be enacted in all 
compensation states and to afford the standard of compensation 
reserves for many years to come, it seems worth while to develop 
these criticisms at some length. 

(1) There is at present no recognized standard for the valua- 
tion of compensation claims. Death benefits, indeed, when once 
the dependents are known, as also certain enumerated permanent 
disability benefits, are of determinate amount. Reserves for such 
claims can be set up on the basis of known future payments, fixed 
by statute or by an award of the compensation board. Other in- 
juries, however, are of slow development, insomuch that their ulti- 
mate result cannot be known until the lapse of months, or even 
years from the date of accident. Reserves for this class of claims 
are set up on the basis of the claim adjuster’s personal judgment 
as to the probable future development of each case. The result, 
too often, is a systematic undervaluation. Claim adjusters are apt 
to be optimistic by reason of their occupation—they earn their 
salaries by minimizing claim cost. The method, moreover, pro- 
duces wide variations between different insurers in the valuation 
of similar claims, and it makes the work of an insurance department 
examiner extremely difficult, since, in case of dispute, he can oppose 
only his own judgment to the judgment of the insurer. 

(2) It needs no argument to show that 65 per cent of earned 
premiums is not equal to 67 per cent. But this is only a part of the 
difficulty. With respect to policies of the last year’s issue, the 
reserve is based, not upon actual earned premiums, but upon one- 
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half of the deposit premiums, which, upon the average, will amount 
to scarce 80 per cent of the final audited premiums. More con- 
cretely, the losses and loss expenses incurred as of December 31 
upon policies of the current year’s issue should be, upon the average, 
33.5 per cent (67 x .50) of the final audited premiums, wheras the 
legal reserve is but 26 per cent (40 x .65). Further, since adjust- 
ment costs already paid are subtracted from reserves, abnormal 
adjustment costs operate, by so much, to impair the sufficiency 
of claim reserves. A company which maintains an adjustment 
cost of 10 per cent—a figure considerably exceeded by more than 
one compensation insurance carrier *—would have net claim re- 
serves of 22 per cent of final premiums upon the current year’s 
business, and of 55 per cent upon the business of earlier years—a 
total deficit equal to 18 per cent of one annual premium in the 
course of three years. 

Thus far the discussion has assumed a broad distribution of 
business throughout the country, such as would justify the pre- 
sumed average loss ratio of 60 per cent. But not a few carriers are 
confined to particular states and in several of these states the rates 
are predicated upon a loss ratio higher than the average for the 
whole country—namely, 65 per cent in New York and 623 per cent 
in Massachusetts, Wisconsin and California. That 65 per cent of 
sarned premiums will not pay the losses and loss expenses of carriers 
limited to these states is beyond the pale of argument. Neither can 
it be assumed that the business of any carrier is distributed among 
the several compensation states in the same proportions as the 
aggregate business of all carriers—indeed the exact contrary is 
known to be true. Nor is the alleged reason for a flat percentage 
anything more than specious. Compensation premiums are neces- 
sarily segregated by states and the computation of reserves by the 
method of law differentials would present much less difficulty than 
the computation of rates by the same method. 

Still more serious than any of the deficiencies already pointed 
_ out is the failure to take effective account of inadequate rates or of 

worse than average loss experience. The pending bill does, indeed, 
_ authorize the insurance commissioner to increase the reserves of a 
- company if he shall deem the same inadequate, but it affords no 


® Cf. Workmen's Compensation Insurance Report of the Industrial Commission 
of Wisconsin, 1915, Table IV, and 1916, Table IV. 
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concrete test of inadequacy and it leaves in full effect that inter- 
state comity which makes commissioners reluctant to exercise 
discretionary powers as against a company which is countenanced 
by the authorities of its home state. The pending bill thus per- 
petuates the vital defect of the existing law, in that all of its assump- 
tions look to the collective experience of well managed companies. 
The liability of insurers is not joint, but several. It is not suffi- 
cient that the aggregate reserves of all carriers shall equal their 


- aggregate liabilities; reserves must be adequate for each carrier. 
j (3) The three years’ grace allowed the companies in which to 


reach the new reserve level is grounded upon a singular concepticu 
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of public supervision—the conception, namely, that the main office 


_of insurance departments is to conserve the interests of insurance 


carriers. Viewed in the light of obvious public interests, it would 
seem elementary that an insurer which has not sufficient assets 
to meet its incurred liabilities should be compelled to increase its 
resources or retire from business. 

(4) Last, and by no means least, among the many short- 
comings of the pending bill is its failure to set aside any explicit 
fund for the payment of compensation benefits. The great bulk 
of workmen’s compensation premiums, aside from exclusive state 
funds, are written by casualty companies engaged in boiler, fly- 
wheel, elevator, automobile, personal accident and general lia- 
bility insurance. Many compensation insurers derive much more 
than half of their premiums from these miscellaneous lines, so that 
their ability to discharge compensation obligations is inextricably 
bound up with their general liability experience. Yet general 
liability premiums are nowhere regulated, nor are liability reserves 
subject to any such definite control in the way of claim valuation as 
may be applied to compensation reserves. The two branches of 
insurance have nothing in common save that, by an historical acci- 
dent, both happen to be carried by the same insurers. Liability 
insurance bears less of a public character than almost any other 
branch of underwriting; compensation insurance owes its very 
being to an act of legislation, it exists solely for the performance of a 
public function and its carriers stand in fiduciary relationship to 
thousands of beneficiaries who are not parties to the insurance con- 
tract, and who have no voice in the selection of their insurers. That 
the rights of these beneficiaries should be jeopardized, and the very 
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purpose of compensation laws defeated, by poor underwriting in 
some totally unrelated field of insurance enterprise is altogether 
intolerable. 

A somewhat singular reply to certain of the criticisms leveled 
against the pending bill is that it requires an excessive reserve for 
unearned premiums which excess tends to offset the deficit in claim 
reserves. This alleged surplus derives from two sources: (a) 
acquisition cost (normally 174 per cent) which has already been 
paid upon the whole deposit premium, and (b) excess collections on 
pay-roll audits, which may be taken on the average at 20 per cent of 
final, or 25 per cent of deposit, premiums. _ Stated arithmetically, 
67 per cent of actual unearned premiums, or 33.5 per cent of the 
final premiums for the current year, should suffice to meet losses and 
loss expenses to be incurred during the unexpired portion of exist- 
ing policy contracts, whereas the legal reserve is one half of the 
premiums in force (say 40 per cent of final premiums for the year). 
Taking into consideration the normal premium increases on pay- 
roll audits, less acquisition cost thereon, the unearned premium 
reserve may yield a substantial margin over claim and claim expense 
requirements for unexpired policy terms. This possible margin, 
however, is very far from providing reliable assets for the payment 
of claims. If the company continues in business it will incur, 
against unearned premiums, many expenses aside from acquisition 
and claim adjustment; if it is wound up, the cost of a receivership is 
no light matter. Prospective premium increases, in particular, are 
wholly problematical; in any given case there may be, instead, a net 
final return to policyholders. The utmost that can be hoped from 
this resource is an offset to the underestimate of earned premiums 
for the current year. This would leave a net surplus in the un- 
earned premium reserve equal to the acquisition cost thereon— 
certainly not an excessive margin to cover the contingencies of rein- 
surance or of closing out. 

The third division of compensation reserves—provision against 
catastrophe loss—is strangely ignored by the present laws. Most 
compensation insurers do carry excess insurance, either in London 
Lloyds or in a pool of stock companies. So far as legal require- 
ments go, however, a mutual with $25,000 of premium income, or a 
stock company with $200,000 of capital and surplus, may assume 
unlimited liability upon any risk whatever. 
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It is not to be inferred from the foregoing strictures upon 
present and proposed reserve laws that a majority of compensation 
insurers are fast approaching bankruptcy. On the contrary, 
most of the large companies, both stock and mutual, are thoroughly 
sound and would continue to be so in the absence of any legal restric- 
tions whatsoever. The point to be emphasized is that the sound- 
ness of these companies is due to the business policy of their man- 
agement, and not at all to state supervision. That other carriers 
are not so fortunately situated is sufficiently indicated by the num- 
ber of enforced withdrawals within the past three years. Nor is it 
necessary to wait for disastrous failures before taking effective 
means to prevent them. Having regard to the peculiarly public 
functions of compensation insurance, and to the fiduciary character 
with which the state itself has vested compensation insurers, the 
state should see to it that compensation claims can not be jeopard- 
ized by any failure of integrity or of business foresight on the part 
of insurance management. On every ground of social policy, com- 
pensation benefits should be surrounded by safeguards at least as 
effective as those which hedge about savings deposits, trust funds or 
life insurance policies. 

If the foregoing analysis is at all correct, the laws relating to 
workmen’s compensation reserves should be amended in the fol- 
lowing particulars: 

(1) Reserves of indubitable adequacy to meet all incurred 
claims should be set aside as a trust fund, invested in designated 
classes of high grade securities and held solely for the payment of 
compensation benefits. Claims arising under all policies save the 
last year’s issue should be valued upon the basis of a standard table 
to be prescribed by the National Convention of Insurance Com- 
missioners, with the further proviso that reserves for the last three 
years of issue should at least equal the calculated normal loss ratio 
for each state,’ less compensation benefits actually paid. To the 
reserves so produced should be added at least 10 per cent to cover 
future adjustment cost. All this is in addition to the unearned 
premium reserve which probably should be maintained at the full 
amount as a further precaution. 

7 J.e., from 574 to 65 per cent of earned premiums, according to the law differ- 


ential. With respect to current policies, earned premiums should be ascertained 
by a monthly computation. 
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The valuation table above spoken of would comprise three ele- 
ments: (a) claims for known amounts, as accrued benefits, medical 
pills received, and the like, which should be taken at the face value; 

| (b) claims for ascertained degrees of dependence or disability, in- 
- eluding death benefits to known dependents and permanent disa- 
bility benefits fixed by statute or award, all of which should be 
valued on the basis of mortality and interest; and (c) claims for 
injuries of unascertained gravity. Here would fall all that large 
class of long continuing disabilities which ultimately result in death 
or permanent disability, but whose permanence has not been as- 
certained at the date of valuation, as also claims not yet reported 
and all undetermined notices of recent date. All liabilities within 
this category should apparently be valued upon the basis of a 
standard distribution of accidents by ultimate nature of injury and 
extent of disability, similar to the well-known Rubinow table, only 
carried out with reference to the degree of maturity at the date of 
valuation. Thus, e.g., the table should show the ultimate develop- 
ment of accidents arising under policies of each of the last three 
years of issue and still indeterminate (as to degree of dependence 
or extent of disability) at the date of valuation; or it might be con- 
structed to show the ultimate average severity of injuries distrib- 


uted by elapsed time from the date of accident.* In either event, 
such a table would furnish a far more trustworthy, uniform and 


® Tables in the last mentioned form (though constructed upon very unsatis- 
factory data) have been promulgated by the New York and Pennsylvania In- 
surance Departments. 

The table tentatively suggested in the text might take the following form: 


DisTRIBUTION OF 10,000 AccIDENTS ARISING UNDER POLICIES OF EACH YEAR’S 
IsSUE AND STILL INDETERMINATE DECEMBER 31, 1920 


| 
Ultimate result 1920 1919 1918 1917 1916 | 1915 1914 1913 1912 


Death 


Permanent total disability 


Permanent partial disability of 
each specified degree 


Temporary disability of each speci- 
fied duration 
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_ verifiable basis of reserves than can ever be obtained by the hap- 
hazard methods of judgment estimates. Fortunately, the National 
Convention of Insurance Commissioners has already taken steps 
looking to the preparation of a standard valuation table to be 
derived from data compiled by leading insurance carriers. The 
immediate object in view is a more uniform estimate of outstandings 
for classification of pure premium experience, but the same methods 
can obviously be applied to reserve computations. 

(2) Capital or surplus equal to at least 50 per cent of the an- 
nual compensation premiums, but in no case less than $50,000, 
securely invested and assigned exclusively to compensation lia- 
bility, should be a condition precedent to the writing of compensa- 
tion insurance. 

(3) Sound excess insurance, equal to the maximum catastrophe 

liability of the carrier involved, should be required of every com- 

pensation insurer. 


ob 


Rate REGULATION 
Rate control bears upor the security of future compensation 
- benefits, in that rate cutting is the royal road to bankruptcy. Os- 
tensibly, indeed, the safeguarding of beneficiaries is a chief end of 
‘ . 4 adequate rate legislation. Very little analysis, however, will suffice 
to show that this object is mostly specious. ‘The maintenance of 
; adequate rates for compensation insurance in a single state will not 
_ serve to prevent ruinous rate cutting in other states or in other lines 
of insurance, nor will it prevent the dissipation of assets through ex- 
travagant management, poor selection of risks or unwise investments. 
_A proper reserve law will absolutely protect the interests of bene- 
ficiaries, irrespective of rates, whereas an adequate rate law, at best, 
_is but an indirect and ineffectual means to that end. The effective 
_ motive of rate regulation, then, is to be sought in the desire to pro- 
a mote fair dealing as among insured and fair competition as among 


insurers. 
Rate regulation in the interest of insurants springs directly 
from the public character of compensation insurance. Indemnity 
for work accidents being a burden imposed by law, the state is 
- morally bound to see to it that the burden is neither excessive in 
*Mr. H. E. Ryan, of the New York Insurance Department, was a prime 
mover in this proposal. 
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proportion to benefits, nor unfairly distributed. What constitutes 
a reasonable insurance cost or an equitable distribution thereof will 
depend, of course, upon current economic-juridical conceptions, 
for there can be no absolute criterion of either reasonableness or 
equity. So far as prevalent opinion may be said to have decided 
these points, a reasonable rate, under competitive conditions, is 
one which will cover both the benefits to be paid and the expenses of 
insurance management as ordinarily conducted, while an equitable 
rate under a given scale of benefits and given expenses of manage- 
ment is a rate proportionate to the accident hazard of the particu- 
lar risk insured. The maintenance of rates which will meet these 
tests would seem to be the most appropriate object of public rate 
supervision. 

Curiously enough, however, rate regulation, in practice, is 
mainly directed to the protection of insurers against each other. 
So far as can be gathered, both from the laws themselves and from 
the spirit in which they are administered, the demand for rate 
supervision in this sense derives from a characteristic American 
prejudice in favor of competitive enterprise. Most of the states, 
in providing indemnity for work accidents, avoided anything like a 
comprehensive organization of accident insurance. Instead, they 
have deliberately encouraged a multiplicity of competing insurers— 
stock, mutual and state—trusting, apparently, that competitive 
selection will ultimately determine the form of insurance organiza- 
tion best adapted to this particular field. It is evident, however, 
that unrestricted competition between insurers of very unequal re- 
sources might well result in substantial monopoly by a few strong 
companies—a monopoly based, not upon economy or efficiency, 
but upon the financial ability to survive a prolonged period of 
deficient rates and ruinous selling costs. Hence, in order to preserve 
the competitive principle, it has been thought necessary to impose 
restraints upon its free exercise, both by prohibiting discriminatory 
rate cutting and by requiring the maintenance of adequate rates. 
At first blush a law which denounces insufficient, rather than ex- 
cessive rates, is the very antithesis of the familiar anti-trust legis- 
lation. Yet in actual purpose, and in underlying preconceptions, 
the two sets of statutes are closely analagous. 

The extreme reach of rate regulation, as hitherto applied to 
workmen’s compensation insurance in this country, is marked by 
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the adequate rate laws of Maine, Massachusetts, New York, Penn- 
sylvania, Maryland, Kentucky, Colorado and California. Only 
one of these acts (Kentucky’s) prohibits unreasonable rates; none 
of them contains any definition of adequacy or any explicit require- 
ment that the rates of different insurers shall be uniform, while 
some even neglect to forbid unfair discrimination among insured. 
Legally, therefore, each insurer is free to devise such classifications, 
rules, rates and merit rating as may seem good to it, subject to the 
single proviso that it shall not charge less than the rates approved 
by the supervising authority as adequate for such insurer.'° Strictly 
interpreted, this latter phrase would seem to require different rates 
for different carriers, for it is well known that both loss and expense 
ratios vary widely as among insurers. Administratively, however, 
adequate rates have everywhere been held to mean rates sufficient 
to cover the average pure premium upon each classification plus the 
average expense ratio of well-managed stock companies, without 
other allowance for profit than the investment income from reserves. 
In practice, accordingly, only one set of classifications, rules and 


_ rates, and only one plan of merit rating, has been approved in each 


adequate rate state." So far as the adequate rate laws, thus inter- 
preted, are effectually enforced, the premium charge on any given 


risk is uniform for all insurers. The sole officially countenanced 


exception to this uniformity is that participating carriers are per- 
mitted to return, as dividends to policyholders, whatever they are 
able to save in either losses or expenses.'"? Nominally, indeed, except 
in Kentucky, any insurer may charge more than the approved 


rates, provided it does so without unfair discrimination, but prac- 


tically nothing of the sort is either feasible or attempted. Not only 


1° Kentucky requires that rates shall be reasonable as well as adequate. 

"In Massachusetts and Pennsylvania certain mutuals are required to charge 
more than the approved basis rates in view of their high dividend policy. The 
Pennsylvania State Workmen’s Insurance Fund is permitted to charge 10 per 
cent less than the rates approved for other insurers on the ground that its ex- 
penses of management are paid by the state. 

” This exception is entirely consonant with the theory of adequate rate laws 
as above explained. The laws seek, among other things, to maintain fair com- 
petition between different types of insurance management, each offering its own 
peculiar advantages for the selection of insurants. A principal advantage claimed 
for mutual insurance is its lower cost, to offset which stock companies claim to 


furnish a superior degree of protection and of service. ried 
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does the legal minimum thus become the actual maximum; the en- 
forcement of uniformity, in the presence of mutual competition, 
tends to keep rates at the lowest level consistent with stock company 
management. 

The maintenance of uniform rates is evidently a far more 
difficult undertaking than the maintenance of adequate reserves. 
The latter involves no more than the valuation of claims and the 
scrutiny of investments. ‘The former touches every incident of 
underwriting: the construction of classifications and their applica- 
tion to individual risks, the calculation of pure premiums and ex- 
pense loadings, policy forms, the application of merit rating, even 
the audit of pay rolls and the actual collection of premiums. Uni- 
-formity must extend even to the least of these matters, because 
premium income can be as easily impaired by misclassification, 
excess coverage, fictitious “merit’’ credits, or understatement of 
pay roll, as by direct rate cutting. Nor is it sufficient to lay down 
uniform rules of underwriting; these rules must be actually carried 
out in respect of every policy underwritten. Rate supervision, in 
short, involves both rate making and rate enforcement: on the one 
hand, the elaboration of a detailed, uniform code of classifications, 
rules, rates and merit rating charges or credits; on the other hand, 
_ day by day observance of the application of this code to the under- 
writing of individual risks. 

} Manifestly, rate supervision in this comprehensive sense can- 
~ not be effected without elaborate administrative machinery. It is 
necessary, in the first place, to base rate approval upon adequate and 
disinterested information. Rate making is only to a limited extent 
a matter of mathematical computation. The very classifications 
for which rates are to be computed, the extent to which given statis- 
tical experience can be taken as typical or has been affected by errors 
of sampling, the effect of merit rating upon accident frequency and 
severity, the allowance to be made for varying effectiveness of 
claim supervision in different jurisdictions, even the accuracy of 
reported expense ratios, are all subjects for the exercise of trained 
_ Judgment—subjects, too, as to which informed opinions will differ 
and the proposals of insurers be biased by competitive interest. 
Nor can these difficulties be disposed of once for all. Conditions 
are ever changing and the great code of classifications, rules and 
rates must be periodically revised to meet the exigencies of the 
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machinery for the furnishing of information and advice. Similar 
machinery, in the second place, is no less necessary for rate enforce- 
ment. Reliance upon individual complaints of violations is alto- 
gether futile, for the same reason that the like judicial process has 
failed in every attempt to regulate intricate business activities. 
Complaints are rarely made because insurance agents who have 
knowledge of departures from approved rates usually are unwilling 
to risk the enmity of prospective insurants—it is simpler and more 
effective to secure a like competitive concession from the home 
office. Even in the rare instances of formal complaint, proof of 
deliberate violation is always difficult and often impossible. Com- 
petitive rate cutting most often takes some indirect form: a mis- 
classification which can be represented as an honest error of judg- 
ment, an excessive merit rating discount which may be resolved into 
a difference of opinion, or an auditor’s oversight in the matter of 
expended pay roll. At best the proceedings can be spun out until 
the full competitive advantage of the illegal practice has been 
reaped; at worst, they result in nothing more severe than the can- 
cellation of the particular policy involved. 

Competitive underwriting, in fact, like other competitive selling 
in scattered and unorganized markets, tends inevitably to wide 
deviations from a common price level. Where tens of thousands 
of employers are being solicited by thousands of agents, representing 
thirty or forty insurers, each interpreting classifications, rules and 
rates in its own way and applying merit rating through its own staff, 
no approximation to uniformity can be attained. The temptation 
on the part of a commission agent to obtain business by rate cutting 
is one which human nature is ill fitted to withstand, and the com- 
panies are much too dependent upon their agency connections to 
exercise effective restraint. Merit rating, indeed, is usually taken 
out of the agent’s hands, but so long as it remains in the hands of the 
insuring company, the bias of competitive interest cannot be es- 
caped. ‘To permit company classification and rating of risks, then, 
is to make rate regulatién nugatory. 

Just in proportion, therefore, that rate supervision has been 
made effective, both rate making and the detailed application of 
rates to risks have been removed from the control of individual 
insurers. At the same time, it has not been thought either expedi- 
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ent or necessary to vest these vital functions directly in the supervis- 
ing authority. Such a course would require a government organi- 
zation as flexible, as well-informed and as ubiquitous as the business 
to be supervised, and it would substitute the judgment and initia- 
tive of government officials for the judgment and initiative of 
insurance carriers. Rather than adopt this extreme measure, it 
has seemed the part of wisdom to utilize the extant machinery and 
_ information of the carriers themselves, so coérdinated as to remove 
the warping effects of competitive interest. Altogether the most 
effective instrumentality hitherto devised for this purpose is the 
7 representative rating bureau, made up of all compensation insurers 
- operating within the state, and empowered, subject to the approval 
_of the supervising authority, to formulate risk classifications, rules, 
basis (or class) rates, and merit rating plans, to assign individual 
risks to existing or special classifications, to apply merit rating 
through inspection or otherwise, and to scrutinize the underwriting 
of all risks by means of a policy “stamping office.” Bureaus 
upon this general plan, though with many variations of detail, have 
been established in New York," Massachusetts,” California, Penn- 
— sylvania and Colorado.’® Experience of their actual working has 
been too brief to afford a decisive test,!’ and there is even some 
question of their full legality,'* but their a priori advantages are so 

' The “Stamping Office” receives, examines and approves or disapproves a 

_ duplicate of every policy declaration. This practice was first established by the 
- Industrial Commission of Wisconsin under the anti-discrimination law of 1913, 
and has since been adopted by the rating bureaus of California, Colorado and 
Pennsylvania. 

4 The order is chronological. 

* The Massachusetts Bureau accepts company inspections, subject to such 
verification as may be required. 

* The Colorado Bureau is in a state of suspended animation, pending deter- 

mination of its legal status. 

17 The oldest state bureau, the Compensation Inspection Rating Board of 
_ New York, dates from midsummer, 1914. 

'® A rate maintenance association might have been held illegal at common law 
or under anti-trust statutes, but all questions on this head are set at rest by the 
adequate rate laws, provided these are valid. 

The points of attack (fathered especially by the Travelers Insurance Com- 
pany) upon state compensation rating bureaus ure the right of a public official to 

delegate supervising authority to an unofficial association, and the ability to make 
_ the approval of rates or of merit rating conditional upon application by such an 
association. In reply it is argued that no supervising authority is delegated to the 


, 
a 
~ 
- 4 
/ 


Tue ANNALS OF THE AMERICAN ACADEMY 


great that they promise to become a permanent feature of rate 
regulation.” A representative rating bureau, just because it com- 
prises every type of insurer, will ordinarily be impartial as between 
stock and mutual interests,”° at the same time that it may fairly be 
said to embody the collective wisdom of the business. Whence it 
is at once the most potent agency at the disposal of the government 
for giving effect to rate regulation, and almost the sole source of 
advice which is both competent and disinterested. For the routine 
work of rating individual risks in accordance with the existing code, 
the bureau supplies a trained and impartial staff, while it brings to 
bear the collective views of rival insurers upon all those questions 
which involve the exercise of discretionary judgment or the compro- 
mise of opposing interests. 

When all is said, however, rate making transcends the limits of 
any state. Notwithstanding many local variations, there is a 
striking similarity of industrial technique, and consequently of 
industrial hazards as well, throughout widely separated territories. 
By the same token, the problems of industry classification, of classi- 
fication rules and of schedule rating—to say nothing of statistical 
and actuarial methods—are common to the whole country. To 
which it must be added that no state has a sufficient volume of 
exposure for dependable rate making in every classification or is 
wholly independent of the experience of other states in more than 
a very few classifications. Out of these conditions arises the need 
for a supra-organization to coérdinate the activities of territorial 
rating bureaus. This need has been in part supplied by joint stand- 
bureau since all its acts are subject to supervision to the same extent as the like 
acts of individual insurers, and that the supervising author**y may properly make 
his approval of rates conditional upon their application by an impartial agency— 
else his approval were a farce. These questions have not been judicially deter- 
mined. 

1# Local branches of the National Compensation Service Bureau have been 
recognized as official rating bureaus, for the purposes of merit rating, in Kentucky 
and Maryland. The parent body is a voluntary association of some twenty stock 
companies, but these local branches have been opened to non-members, even 
including mutuals. The great weakness of this plan is that it vests the rate- 
making function in a single group of competitors. 

20 In the Pennsylvania Bureau the Insurance Department has a casting vote 
in case of a tie in every committee. During the first year’s experience, notwith- 
standing the great number of controversial subjects passed upon, this power was 


exercised on only two occasions, 
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ing committees, representative of the several state bureaus and of 
the various types of insurers among their constituents." The 
_ federative organization so constituted is as yet somewhat inverte- 
-brate, but it has at least effected a large measure of uniformity in 
- manual rules and classifications, in the structure of schedule rating 
and even in the basic pure premiums from which state rates are 
derived. 
Rating bureeus, state or inter-state, be they ever so efficient 
_ for their purposes, will not obviate the need for independent knowl- 
edge on the part of supervising authorities. The questions to be 
passed upon involve something more than the maintenance of fair 
- competition among insurers; they extend as well to that equitable 
- distribution of work accident cost with which the state is more im- 
mediately concerned. The ends of equity are not served by the 
-mere uniform application of rates, unless these latter are reasonably 


- proportionate to the industrial hazards involved. Neither can 


such proportionality be lightly assumed of classifications and rates 


_ evolved by compromise between competing insurers. To assure 


‘the results professedly sought, the whole system of insurance 
_ classifications, rates and merit rating should be subjected to rigorous 
_ analysis in the light of all available information. Characteristically 
enough, however, no state which has undertaken to supervise com- 
pensation insurance has seen fit to provide facilities at all com- 
Beir with the responsibilities assumed. The actual work of 
supervision falls, in every instance, upon a subordinate appointee 
and a handful of clerical assistants, unprovided with technical 
~ advi isers and without either means or leisure for independent re- 
- seare th. It has not been possible, in any of the adequate rate juris- 
dictions, to compile accident statistics in correlation with insurance 
classifications and exposed pay rolls, to say nothing of such analyses 


as would serve to throw light upon the validity of the classifications 
_ themselves or the reasonableness of merit rating deviations from 


basis rates. Yet the raw materials for such statistics, in the shape 
of accident and pay-roll reports to public authorities, exist in every 


1The Standing Committee on Compensation Insurance Rates comprises 
three stock companies, two mutuals, a (competing) state fund, and an insurance 
department. The Standing Committee on Schedule Rating is similarly consti- 
tuted. Both these committees meet monthly and to them are referred all manual 
or schedule rating amendments proposed by the constituent bureaus, though the 
findings of the Standing Committee are not seas until ratified by the bureaus. 
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one of these jurisdictions. The failure to make the necessary 
correlation—a failure attributable as much to divided authority as 
to insufficient appropriations—is a striking instance of systematic 
ineptitude. 

The argument thus far goes to show that effective supervision 
of compensation insurance rates imposes far-reaching restraints 
upon competition. Neither rate making nor the application of 
rates to individual risks, neither policy forms nor underwriting 
rules, not even the amount of commissions to be paid for the acquisi- 
tion of business, is left to the discretion of individual insurers. It 
only remains to point out that competition so straitened and bound 
loses many of those attributes which admirers of the competitive 
system have always ascribed to it. When uniform rates are pre- 
scribed by government and uniform underwriting is enforced by a 
rating bureau, there is little scope for competitive selection of busi- 
ness and less for that competitive adjustment of price to minimum 
cost of service which the classical economists so fondly expounded. 
Competitive selection of business is handicapped by the prohibition 


+ of discretionary rate cutting upon preferred risks and the competi- 
>... . tive advantage of economic management (as respects stock com- 
Pas panies) is taken away by the incorporation in basis rates of a uni- 
“= form expense loading. Even the flexibility which is claimed as a 


chief advantage of private insurance disappears under rigorous 
regulation. Quick adaption to changed conditions is impossible 
when every manual change has to be worked out by representative 
committees and assented to by supervising authorities. Competi- 
tion under such conditions tends prevailingly to take the form of 
salesmanship, more or !ess disguised as “service.’’*? Economic waste, 
indeed, is the only characteristic of competitive insurance that is 
we untouched by regulation. 


- It is not denied, of course, that there is competition in real, as well as fic- 
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THE BUSINESS MAN’S LIBRARY 


ADVERTISING AND SALESMANSHIP 


Apams, Henry Foster. Advertising and Its Mental Laws. Pp. xi, 333. Price, 
$1.50. New York: The Macmillan Company, 1916. 


Three distinct types of books relative to the field of advertising have already 
appeared: those which relate to problems of advertising, those which tend toward 
an emphasis of the economic problems involved in advertising, and a combination 
of the two. Professor Adams’ book would be classified among the first, or a book 
which more nearly conforms to the psychological interpretation of advertising. 
It presents in simple language the basic facts and principles of psychology 
which are related to advertising and points out the applications of the principles; 
it reduces the complexity of the printed advertisements to its elements and shows 
with mathematical exactness the effect of the various elements; and it compares 
results of experiments which have been carried on in the laboratory with the re- 
sults of actual advertising campaigns. This book could be used admirably in 
conjunction with a general course in advertising, but only in a supplementary 
way, as it does not unify the entire subject of advertising, including the economic 
problems involved, but merely emphasizes a quantitative analysis of the 
psychology of advertising. Professor Adams’ work, however, will be used con- 
tinually in connection with the rapidly developing teaching field of advertising. 

H. W. H. 


Brisco, Norris A. Fundamentals of Salesmanship. Pp. xiv, 322. Price, $1.50. 
New York: D. Appleton and Company, 1916. 


This book succeeds in presenting simply and effectively the psychological 
phases involved in training successful salespeople, and the relationship between the 
manager and the sales force. The human element is emphasized throughout and 
involves a clear exposition of the factors necessary to be considered in developing 
the right kind of personality in connection with selling. The general criticism 
from a teaching point of view would be regarding the arrangement of the various 
chapters of the text, for if the principles discussed are not presented in a way 80 as 
to unfold thpmselves in the consciousness of the student a large part of the effort 
has been wasted. 

The book emphasizes two phases of thought; first, the training of the 
individual to meet the responsibilities of salesmanship, and second, an em- 
phasis of the system of which the individual finds himself a part and which in- 
volves objective factors relating to his life; as, for instance, the element of fatigue 
in connection with the demonstration of problems in selling, welfare work, special 
training, etc. 
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Because of its simplicity and directness, this book should find some place in 


our general school system. Business managers also can most profitably use it. 
H. W. H. 


_ Saersow, Benjamin. Making Type Work. Pp. 129. Price, $1.25. New 
York: The Century Company, 1916. 


; This text is an admirable one to be used in conjunction with a general course 
_ in aéivertising. The author has been exceedingly practical in presenting his 
analysis of what constitutes type which is easily read. Moreover, the general dis- 
_ cussion shows psychology at work in the choice of such type as will command at- 

_ tention, shift the emphasis of attention, produce emphasis through contrast, and 
_ overcome the monotony of emphasis. The all-important subject of subheads and 

sideheads is admirably analysed, and examples excellently selected showing the 

psychology of getting just the kind of attention which is needed. A discussion of 
the careful distribution of white space, what constitutes crowded copy, and the 

_ necessity for a sane regard of the appropriate type faces are among the subjects 

which indicate the intense analysis which is given to attention as related in the 

general make-up of advertising. For one who is involved in a discussion of the 

_ problem of attention in advertising, this text will serve a most convenient purpose 


_ in giving to the student, in practical form, the psychological factors involved. 


_ The illustrations comparing different possible effects are comprehensive and con- 
-vincing. 
BANKING, INVESTMENTS AND FINANCE 
Rostns, Kingman N. The Farm Mortgage Handbook. Pp. xiii, 241. Price, 
$1.25. New York: Doubleday, Page and Company, 1916. 


The purpose of this book is to bring farm mortgage banking to favorable at- 
tention by describing the methods and practices employed by the most reliable 
farm mortgage bankers. The author defines farm mortgage bankers as “ corpo- 
rations, firms or individuals which negotiate farm mortgages with their own funds, 
- and resell them in completed form to investors.’’ It is the farm mortgage as 
standardized by these companies that is considered in the handbook. What the 
standardization of such mortgages involves is indicated by a terse statement in 
the foreword by Dr. T. N. Carver as follows: ‘Standardizing a business consists 
merely in holding all competitors up to the best methods of the best competitors.” 

One error may be noted. The author quotes average farm mortgage interest 
rates published by the Department of Agriculture (Department Bulletin No. 384) 
and in commenting on these rates (page 34) he assumes that the averages have 
been made without reference to the volume of business done at each of the actual 
rates reported, which is not the case. 

While the book is intended “principally for investors who would thoroughly 
familiarize themselves with this form of investment” it should be of value to all 


persons interested in farm credits. 
C. W. T. 
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#Roreran TRADE AND COMMERCIAL GEOGRAPHY 


Wiutcox, Eartey N. Tropical Agriculture. Pp. xviii, 373. Price, $2.50. New 
York: D. Appleton and Company, 1916. 


Agricultural products annually imported into the United States from the tropics 
have a value of over $600,000,000,—a third of all of the imports of this country. 
Most of us do not realize that “the humblest table bears food products from 
Brazil, Cuba, India, Java, Malacca Islands, Tahiti, Mauritius, Gold Coasts, 
Jamaica, Hawaii, Porto Rico and other parts of the tropics.”” The author has 
had in mind the general reader in writing this work, not the farmer of the 
tropics. 

Little has been written in the past in this country of tropical agriculture, 
largely perhaps on account of having no direct interest in those countries. The 
possession, however, of the Philippines, Porto Rico, Hawaii, American Simoa, 
Guam and the Panama Canal Zone have attracted attention to the tropical 
problems by American economists and men of commerce. The public school as 
well as the college student should be interested to read it now. 

Although the author has had for his purpose in writing this book the idea of 
impressing the reader with the great opportunities of the tropics still he has been 
very fair, and he wiil probably not succeed in convincing the reader that he would 
do well to cast his lot for a livelihood as a small farmer in the tropics. 

He is especially clear in discussing economic conditions not to overestimate the 
opportunities for the small farmer but shows that it is the large owner who reaps 
his profit from low-priced labor or the middle man who has made great profits. 
The problem of the tropics is first to establish definite and economically sound 
policies. Under the present system of managing of the tropics the opportunity 
now is only for the capitalist, the agricultural expert, or the man of commerce. 
Thus far he says ‘‘a system of managing the tropics has merely developed a feudal 
system for the exploitation of land and of cheap labor.” 

In discussing the climate he speaks of the many advantages but does not 
fail to speak of the disadvantages. Conditions have changed and the precautions 
taken of sanitation make it no longer dangerous to go to the tropical cities. There 
are almost none of the discomforts of our climate yet he says: “It still remains 
doubtful whether the tropics are w ‘ll adapted for the permanent residence of the 
white man.” 

Climate, soil, agricultural methods, live stock and economic conditions are 
briefly discussed. The larger part of the volume deals with a description of the 
nature, source and commercial importance of about 350 tropical products, includ- 
ing sugar cance, nuts, fruits, starchy foods, tobacco, fiber plants, rubber, gum, 
drugs, tans, dyes, spices, flavorings, perfumes, oils, timber and woods. Several of 
these are not now commercially important but could be developed. The appendix, 
with reviews of the literature related to the subject and a full bibliography of the 
periodicals, from all parts of the world are especially good. 

Cari W. Larson. 


Columbia University. 
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Wooprorre, Josern F. and Smits, Haroxtp H. (Ed.). The Rubber Industry of 
the Amazon. Pp. xlviii, 435. Price, 21 s. London: John Bale Sons and 
Danielsson, Ltd. 


The big problem of the economic development of the Amazon Valley is dis- 
cussed by Mr. Woodroffe who has spent many years in this region, and edited, 
with the addition of some chapters, by Mr. H. H. Smith, editor of the London 
publication Tropical Life. The combination of authorship has given us a book 
filled with interesting descriptions of present conditions in Amazonia and thought- 
provoking suggestions as to the future. 

While several chapters are descriptive of the rubber industry as it is conducted 
today, the main object of the book is to show “how the supremacy of the rubber 
industry of the Amazon can be maintained and consolidated, in spite of the in- 
creasing seriousness of the competition to which it has lately been subjected by 
the plantation rubber now produced in the East.” Briefly stated, the editor’s 
thesis runs somewhat as follows: Brazil has long faced a serious financial crisis, 
and this is made especially acute by the decline in rubber prices under Far Eastern 
competition. English investors, with £350,000,000 placed in Brazil, should be 
interested in putting the country on a sound basis. This can be accomplished by 
developing the great resources of the Amazon Valley. To do this, rubber can 
be developed fully only by making it a subsidiary industry to agriculture and 
other industries capable of development. This larger development can only be 
brought about by increasing the labor population in order to drain and cultivate 
the agricultural land and to make accessible the large untouched areas containing 
rubber trees. This regeneration “cannot be brought about by the Brazilians 
alone, especially by the bulk of those who are directly responsible for the output 
of rubber from the forests. It always will and must be an international question, 
divided between the large consumers of rubber and those countries having the 
heaviest financial stake in the republic.” 

Unquestionably the solution of the labor supply question holds the key to 


the developn of the Amazon. Several chapters of the book are devoted to a 
discussion of this probler “he population question the authors would settle by 
colonization f 1a and other Far Eastern countries, and by amal- 
gamations of ces with the natives. In this connection the book contains 


several unwarrauted assumptions; for example, that Oriental immigrants into 
sparsely populated Brazil would practice the same agricultural methods as in the 
crowded Orient; that they would or could flourish as small proprietors in the 
Amazon wilderness; that they would amalgamate with the natives; that both the 
Japanese and Brazilian governments would consent to such a scheme of coloniza- 
tion. If the breeding of human beings were as easily controlled as is the breeding 
of cattle, we might accept Mr. Smith’s statement (p. 8) that the native Indians 
would “interbreed with the Asiatics, and between them develop a mixed race 
possessing the hardiness of the Indian with the stolidness, stability of character, 
and business capacity of the Asiatic.’”’ Most readers will agree with the authors 
that the solving of the labor question would largely solve the future of Amazonia; 
many will disagree that the solution is as easy as the book indicates. 

The fresh and vivid account of the rubber industry emphasizes the great 
heed of developing supply and other crops along with rubber, if the eneeen 
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region is to compete with the Far East. The suggestions of the authors as to the 
future are stimulating, but many will regard their conclusions as over-optimistic. 
The clearing and draining of land, the overcoming of insect pests, the development 
of certain industries like lumbering, are made to seem more promising than the 
facts will warrant. In the final chapter, the editor lays at the door of the Monroe 
Doctrine part of the blame for the present lack of development of the Amazon, and 
thinks that the flow of European capital into Brazil will be lessened as long as the 
feeling exists that the Monroe Doctrine prevents European nations from giving 
full protection to European capital. 

The book is, unfortunately, badly organized. There are many repetitions, 
the same topics are discussed in several separated chapters, and a poor index 
makes it difficult to dig out the all new and valuable information the book contains _ 
on many topics. One also lays down the book with the feeling that the authors 
have failed to prove their contention that the Amazon can maintain its supremacy © 


in competition with the Far East. —_ 
G. B. Roorpaca. 
University of Pennsylvania. 

Durewt, Fuetcuer. Fundamental Sources of Efficiency. Pp. 368. Price, $2.50. 

‘ Philadelphia: J. B. Lippincott Company. 


“The present work is an attempt to analyze the various forms and sources of 
efficiency into a few elemental principles. It is felt that the study of such primal 
elements will not only aid in the mastery of efficiency in a given field, but will pre- 
vent this important idea from assuming a narrow meaning and thus leading to 
limited or even, in some respects, harmful results.” 

This work is not the product of an efficiency engineer, but of an academician, 
a professor of mathematics, who is philosophizing in a broad way about theforms _ 
which efficiency takes. Some nature of the abstractness of the elements to which 
efficiency is reduced may be found in the chapter headings, of which the following 
are samples: Reuse, The Group, Multiplicative Groups, Externality, Symbolism, 
Rhythm, Error and Paradox. ‘This text will be found of considerable value in 
preparatory schools. The college teacher may find some material of interest and 
even some illustrations of value in its pages. However, the author frequently 
falls into a discussion of the too obvious, as for example, in the discussion of Ab- 
sence as a Symbol; we hardly need to be told that “absence or silence may indi- 
cate dislike, forgetfulness, suspicion, or have any prearranged meaning. Thus we 
have the saying ‘Silence is more eloquent than words.’ ”’ We hardly need to be 
told that the word “bill” has different meanings, as “In the second sentence, the 
woodcock has a bill, and I will not pay this bill.” 

J. H.W. 


Hotiincworts, Harry L. Vocational Psychology. Pp. xviii, 308. Price, 
$2.00. New York: D. Appleton and Company, 1916. 


The increased endeavor of labor executives to select employes intelligently 


(indeed the growing attention to vocational direction in general) resolves“tself into 
- 91 
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two main problems of technique: (a) The analysis of the vocation or job; (b) 
The analysis of the man. 

The lines of solution of the first question are so clearly marked that the prob- 
lem has become primarily administrative. 

The analysis of the man is an immensely more complex problem, involving 
the whole field of psychological analyses and tests. Because of its complexity, 
which baffles the average routine-burdened executive and because of its importance, 
charlatans, offering attractive short-cut solutions, are numerous. 

An authoritative but semi-popular book, which traces the history of the 
development of human nature tests and separates fact from fallacy in the ready- 
made plans of some of the phrenological and physiognomic “experts”’ is, therefore, 
peculiarly welcome. The book is essentially a presentation of the problems and 
methods of that branch of applied psychology which deals with individual differ- 
ences in mental constitution. In the present instance only those differences are 
considered which may seem to be significant in determining the individual’s 
choice of a vocation, or in influencing the selection of workers from among a 
group of applicants or candidates. It is thoroughly worth careful reading by 
employment executives or vocational counsellors. 

The appendix contains a comprehensive bibliography and some suggestive 
tests used at Columbia University. 

J. H.W. 


HENDERSON, Rosert. Mortality Laws and Statistics. Pp. v,111. Price, $1.25. 


New York: John Wiley and Sons. 


This book is one of a series of mathematical monographs, published by Wiley 
and Sons and is the work of the A.cuary of the Equitable Life Assurance Society 
of the United States. It is an excellent short treatise on mortality tables. While 
it requires a knowledge of calculus to follow all the calculations in the book, certain 
portions are available to the lay reader. The first chapter gives a description of 
all the mortality tables which have influenced the development of the science of 
life contingencies. The technical chapters deal with an analysis of probabilities 
of death and survival, formulas for the law of mortality, and the construction of 
mortality tables from insurance experience and from census and death returns. 

B. D. M. 


Rvustnow,I.M. Standards of Health Insurance. 
York: Henry Holt and Company, 1916. 


Assuming the need of a comprehensive system of health insurance in the 
United States and the fact that the need is rapidly coming to be realized, the 
author treats in detail the various problems that must be considered in drafting 
adequate laws dealing with the subject. The problem of compulsion is handled; 
the conclusion reached is that compulsory insurance is necessary for all persons 
earning less than $1,200 or $1,500 per annum if the problem is to be properly met. 
The fundamentals of a comprehensive system—medical care, sick benefits, mater- 
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nity benefits, funeral benefits—are outlined. The questions of cost and the dis- 
tribution of the cost are carefully discussed. The author suggests that two-fifths 
of this cost be borne by the employer, two-fifths by the employes and the remain- 
ing one-fifth by the state. The administration of the insurance should be by 
mutual associations carrying on their work under state supervision. Careful 
consideration is given to the relation of any plan of health insurance to workmen’s 
compensation and other forms of social insurance. In the concluding chapter 
estimates of cost are presented. 

Mr. Joseph P. Chamberlain has contributed an appendix on the constitu- 
tionality of health insurance and Alexander Lambert one on the organization of 
medical aid. 

This volume is timely and furnishes an interesting brief for the Model Bill 
on the subject prepared by the American Association for Labor Legislation. 
A.F. 

Criark, Vicror S. History of Manufactures in the United States, 1607-1860. 

Pp. xii, 675. Price, $6.50. Washington: Carnegie Institution of Washing- 

ton, 1916. 

This is the second of the contributions to American economic history which 
have been written under the auspices of the Carnegie Institution of Washington. 
The work of codperative research, which was begun almost fifteen years ago under 
the auspices of the American Economic Association and under the general direc- 
tion of the late Carroll D. Wright, is now, under the editorship of Professor H. W. 
Farnam, beginning to yield its fruits. 

Of the twenty chapters in the present volume that deal with the history of 
manufactures, nine cover the colonial period, eleven the period between 1790 and 
1860. Dr. Clark first describes the colonial environment, British policy, and colo- 
nial legislation affecting manufactures. There was an abundance of raw materials 
and the colonists themselves frequently endeavored to stimulate manufactures by 

. bounties, land grants, and similar devices, but British colonial policy was against 
their development, while greater gains were to be had in the more direct exploita- 
tion of the natural resources. But with the improvement of transportation facili- 
ties and of larger home markets domestic colonial manufactures began to expand. 
Searce and unstable currency, however, proved a disturbing factor, as did also 
the scarcity of capital and labor. ‘T'wo final interesting chapters on this period 
deal with the technology and organization of colonial manufactures, and with the 
sources of information. 

Manufactures were stimulated by the cutting off of foreign supplies during 
the Revolution, but in the twenty-five years following the end of that struggle 
they suffered greatly from competition and from the greater profitableness of other 
industries. However, after the embargo and the tariff of 1816 they began to 
develop steadily. The spread of the factory system Dr. Clark attributes quite 
as much to the growth of markets in the South as to the invention of new processes 
and machines. The effects of tariff legislation, of the development of better 
transportation agencies, and of a more plentiful supply of capital and labor are 
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treated in successive chapters, as are the technical progress, the organization, and 
_ the general distribution of manufactures. Some valuable appendices conclude 
the volume. 
_} One is inevitably led to compare this work with that of Bishop, which covers 
practically the same ground and for so long has been the single authority covering 
the whole field. Dr. Clark’s book is more analytical and endeavors to explain the 
movements and forces of each period, and not merely to chronicle facts. It more- 
over takes up phases of the subject not touched upon by Bishop, such as organiza- 
tion. 

All in all it constitutes an admirable economic history of manufactures. 
_ This volume is apparently the work of Dr. Clark alone, for practically no acknowl- 
-edgments of the preliminary work of collaborators in this field are made. Yet a 
study of the bibliography reveals the fact that other writers had prepared mono- 
graphs which have been used in the preparation of the completed work. A 
_ second volume, covering the period from 1860 to date, is promised. 


MERCHANDISING: W HOLESALE AND ReralIL 


Nrstuow, Paut H. Economics of Retailing. Pp. xi,407. Price, $2.00. New 
York: Ronald Press Company. 


University of Illinois. 


In presenting this book to the public, Mr. Nystrom has done a real service 
in formulating a logically discussed text relating to the economic principles in re- 
tailing. Most previous books on this subject have been purely descriptive in 
_ nature without making the reader feel the working force of the many principles 
; _ involved. Mr. Nystrom, however, overcomes this defect and creates in us a 
feeling of respect for our present retail system in the distribution of goods. This 
_ book could be used by any class wishing to exhaust the practical and theoretical 
_ discussions involved in retail selling. The chapters are arranged in logical order, 
involving the old and new systems of distribution, the present status of retailing, 
the necessity for profit in retailing, and the human element related both to sales- 
people and consumer. The conflicting elements effecting profit both to the re- 
_ tailer and to the consumer are discussed in their relation to store location, rent, 
and the various institutions of distribution which have arisen therefrom; namely, 
the department store, chain store systems and mail order house. As the name of 
the book implies, Economics of Retailing, the underlying principles of economics 
are applied directly to every practical problem found in the retail business realm, 
- with a projection into the future in the discussion of such subjects as the Failure 
_ Rate and the Retail Business, Are There Too —— Retail Stores, and The Ideal 
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Wrmonp, Marx. Railroad Valuation and Rates. Pp. 339. Price, $1.50 Chi- 
cago: Wymond and Clark, 1916. 


This is a book by an engineer who has had “‘thirty years’ experience in con- 
nection with the promotion, construction, reconstruction, operation and valuation 
of railroads as an engineer in the service of railroad corporations, of banking in- 
stitutions,” etc. The evident purpose of the author was to state in an elementary 
way the main problems connected with the valuation of railroads and with the 
determination of the reasonableness of railroad rates. This part of the book is, 
however, preceded by four chapters upon railroad history, promotion, construc- 
tion and capitalization. These preliminary chapters are too brief and general to 
be of value. Those who are beginning the study of railroad valuation will find 
the volume helpful. The author is not critical. In a conservative spirit he points 
to some of the dangers of present methods of regulation and emphasizes the 
necessity of allowing the railroads ample revenues. 


Apams, Artaur B. Marketing of Perishable Farm Products. Pp. 180. Price, 
$1.50. New York: Columbia University Press, 1916. 


One of the most important problems of the present day is discussed in this 
book. A careful survey is made of the different methods of getting perishable 
farm products from the producer to the consumer. The several steps are analyzed 
and the weak points brought out. Some of the reasons for the difference between 
what the farmer receives and the consumer pays are losses from decay, fluctuation 
in prices, cost per unit for transportation and distribution, and inefficient methods 
and dishonest practices of middlemen. 

To secure cheaper and more efficient ways of carrying on market processes 
three general lines of action are shown. These are a government market depart- 
ment to conduct interstate commerce in perishable goods, standardization of 
grades and packages and the elimination of unfair business practices. Other 
factors in relieving the burden of the present system are readjusting of seasonable 
production, reduction of the perishability of the goods, and the development of 
centralized producing sections. The book is valuable in pointing out definite 
defects and discussing corrective measures. It does not contribute much that is 
new to the solution of the problem. 


N. D. H. 


Bogart, Ernest Luptow and Tuompson, CHARLES MANFRED. Readings in the 
Economic History of the United States. Pp. xxvii, 862. Price, $2.80. New 
York: Longmans, Green and Company, 1916. 


The intention of the authors in writing this volume was to supply, for classes 
studying the economic history of our country, a book that would contain in one 
place the widely scattered material necessary to supplement a systematic text- 
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book or lectures. It aims to place before teachers and students in an easily 
- accessible form original letters and essays or extracts from books now out of print, 
so that they form a connected story of the economic forces that have shaped our 
history. To accomplish this purpose the authors have drawn from the writings of 
men contemporary with each period under discussion, interspersing such extracts 
with official documents in the parts of the book devoted to the years since our 
national independence. 

Doctors Bogart and Thompson divide their material into three periods: 
the colonial, extending from 1583 to 1808; the formative period between 1808 and 
_ the Civil war; and the era of expansion that began with Lee’s surrender and ex- 
- tends to our own time. In each of these periods the selections made by the 
- authors group themselves around seven main topics, namely: (1) agriculture, 
(2) manufactures, (3) tariff, (4) commerce and transportation, (5) money and 
banking, (6) labor, and (7) movements of population. The emphasis placed 
upon each of these subjects changes, of course, from period to period; for ex- 
ample, commerce has much more space devoted to it in the first period than in 
the third and conversely the movement of population of necessity receives the 
most attention in the third and least in the first. 

In the choice of subject matter, in its arrangement and in its apportionment, 
the authors have accomplished their task admirably, with the result that the 
book as a whole and upon each of its eight hundred and fifty pages is a valuable 
contribution to the teaching ~snapehll 


Ety, Ricaarp T. The Outlines of (rev. and enlgd.ed.). Pp. xiii, 769. 
Price, $2.10. New York: The Macmillan Company, 1916. 


The third edition of Professor Ely’s much used text is now available. The 
past eight years have been fruitful of changes in economic thought and in economic 
activity. It was to take account of these that the present revision was undertaken. 
_ This has involved the rewriting of many parts of the work. The discussion of 
underlying principles has been expanded; two chapters—on Business Organiza- 
tion and on Economic Activities of Municipalities—have been omitted as such; 
one on Labor Legislation has been added, and the sequence of others has been 
altered. All of these changes make for greater unity of treatment in a work that 
Fr showed distinctively serviceable qualities. 


Kerr. 


Mc. 


POLITICAL SCIENCE 


Barp, Harry Erwin. South America. Brief Outline of Study Suggestions. 
Pp. 68. Price, 60 cents. Boston: D: C. Heath and Company, 1916. 


In a small volume of sixty-eight pages Dr. Bard has prepared a most useful 
outline or syllabus for the study of Latin-American political, economic and social 
_ conditions. The greater part of the book is devoted to a carefully selected bibli- 
= _ will be of much service to that rapidly increasing body of citizens 
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- who are interested in learning something about the physical and intellectual 
- environment of the continent on which they are living. This little book will 
stimulate an interest in the more careful and serious study of Latin-American 


institutions. 
L. 8. R. 


CartyLe, R. W. and Carty.e, A. J. A History of Medieval Political Theory in the 
West. Volume III, (from the tenth to the thirteenth century.) Pp. xvii, 
201. Price $3.00. New York: G. Putnam’s Sons, 1916. 


This volume keeps up the standard of those preceding. From a large and 
confused mass of material the author has sought to separate the ideas which be- 
~ came dominant in the political thought or pointed the way to new developments 
in Western Europe from the tenth to the thirteenth century. 

The first portion of the book outlines the influence of feudalism on political 
theory. Contrary to the prevailing belief the author maintains feudalism did not 
check the advance of political thinking. It emphasized the subjection of the 
entire community to law, the contract relation between lord and vassal with its 
rules binding both parties—ruler as well as ruled. The idea of a loyalty to the 
king, above the lord was an important factor in the rise of nationalistic thinking. 

The second part of the book deals with the relations of the theories of natural 
law, equality and the doctrine of the divine right of political authority. It is 
shown that the real meaning of the latter is that it is the divine function of politi- 
cal authority to maintain justice. Law is the embodiment of justice. These 
statements are the premises to the final conclusion that the relation between ruler 

_ and people is contractual and involves a mutual obligation to maintain justice 
and law. 
C.L. J. 


Davipson, Political Thought in England. Pp. 256. Price, 50 cents. 
; New York: Henry Holt and Company, 1916. 


| This work is made up of eleven suggestive chapters. The introductory one 
_ discusses utilitarianism as a philosophy and a movement; four deal with the con- 
_ tribution of Jeremy Bentham, two with that of James Mill, three with that of 
_ John Stuart Mill and one with those of George Grote, John Austin and Alex- 
ander Bain. Utilitarianism is treated as a modern philosophical theory in ethics 
and politics which has its roots in the age-long interest in human well-being. 


_ This theory found its counterpart in “practical efforts to ameliorate the con- 


_ ditions of human life on rational principles, and to raise the masses through 
_ effective state legislation.’”’ No more significant and thought-provoking discus- 


sion of this movement has been printed than that afforded by this little volume. 


R. C. McC, 


_ Grotivs, Huco. The Freedom of the Seas. (Trans. with a revision of the Latin 
Text of 1633 by Ralph Van Deman Magoffin, and edited by James Brown 
Scott). Pp. xv, 83. Price,$1.00. New York: Oxford University Press, 1916. 
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McLaren, W.W. A Political History of Japan During the Meiji Era, 1867-1912. _ 
Pp. 379. Price, $3.75. New York: Charles Scribner’s Sons, 1916. . 


The title of this book appears to be more or less of a misnomer. It is not so 
much a general political history of Japan during the Meiji Era as a history of 
certain political tendencies and of such political institutions as the Daijokwan | 
(Council of State), the Privy Council, the various Cabinets, and (since 1890) the _ 
numerous sessions of Japanese Diets. 

The work is divided into two parts. Part I, entitled “The Reconstruction - 
Period” includes chapters on The Restoration Movement, The Abolition of 
Feudalism, The Reconstruction of Government, and so forth. Part II, on “The 
Parliamentary Régime” apparently deals with such topics as The Chino-Japanese 
War, The Russo-Japanese War, The End of the Meiji Era, etc. But the reader 
will find that these chapter-headings serve to mark off periods of time rather than | 
as indices of the subject matter. q 

To those acquainted with Professor McLaren as a man or with his work as a | 
scholar, this volume will be somewhat disappointing. His knowledge of the sub- _ 
ject is undoubtedly thorough and comprehensive, but it is here presented in a 
particularly dry and unattractive form. For example, each cabinet change is 
carefully chronicled and the work of each session of the Diet accurately summa- © 
rized. Besides, though the tone of impartial treatment is maintained throughout, 
the work is not free from a very pronounced anti-Japanese bias. 

The book is not without its merits. The author is without illusions regard- 
ing the democratic or representative character of Japanese institutions or the 
pacific tendencies of the Japanese peoples. Its main thesis is perhaps that the _ 
Japanese are an essentially militaristic nation led and controlled (and it should 
be added, partly held in leash) by a bureaucratic clan oligarchy. The history 
and characteristics of this oligarchy during the Meiji period are very carefully 
traced. There is perhaps too much assumption insufficiently supported by 
evidence, but there can be no question of the substantial accuracy of the author’s 
descriptions of political corruption and the evil tendencies inherent in clan govern- 
ment. Whether his assumption of a well-defined, unscrupulous and aggressive 
foreign policy in respect to China is equally well-founded remains to be demon- 
strated or disproven by future events. 


Amos HERSHEY. 


Mapsen, A.W. The Stateas Manufacturer and Trader. Pp. ix, 281. Price, 7s. 
6d. London: T. Fisher Unwin, 1916. 


The purpose of this monograph is apparently to show the defects of govern- 
ment-managed industries, and so far as tobacco manufacture is concerned, the 
effort is entirely successful. The author presents brief sketches of the State 
tobacco monopoly in France, Italy, Austria, Japan, Spain and Sweden. He 
shows the financial results, the popular verdict on the quality of goods produced, 
and the unbusinesslike management of the public authorities. Outside of France 
his sources of information seem to have been meager, but there is undoubtedly 
an unanimous verdict against government control in all the countries treated. 
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It is unnecessary to emphasize the point that the author’s conclusions, founded 
on a single industry, are not to be applied without reserve to all government under- 


Mrixttarp, THomas F. Our Eastern Question. Pp. 543. Price, $5.00. New 
York: The Century Company, 1916. 
- Hornpeck, Stantey K. Contemporary Politics in the Far East. Pp. xii, 
466. Price, $3.00. New York: D. Appleton and Company, 1916. 


Our Eastern Question, a sequel to Mr. Millard’s earlier work, America and ao 
Far Eastern Question, describes the insatiable ambition, and the limitless aggres- 
sion, actual and seemingly contemplated, of Japan—especially the purpose . 
expectation, attributed to Japan, of a conflict with the United States. There is — 
no difficulty in showing by a mere narrative that Japan in her recent dealings with 
China, particularly the treaty of 1915 and her policy in Shantung, has surpassed — 
even the standards of lawlessness and faithlessness established by the common 
practice of the European powers in the East. In general, Mr. Millard 
pretty well to have justified also the warning which is his chief purpose. His 
indictment of Japan is confirmed by the details of Professor Hornbeck’s less ar- 
gumentative recital of events. 

The achievement by Japan of her evident wish to control the economic life _ 
of China not through economic merit but by the sword (to say nothing of any 
further steps along the same path) would evidently constitute a calamity for our-— 
selves and to the human race. In final analysis, the question is whether our nation, _ 
with its devotion to the ways of peace and its scant appreciation of international — 
relations, is capable of facing boldly and at great probable cost the duty to the __ 
world and to ourselves which this situation forces upon us. The hope of Japan — 
consists largely in the belief that we are incapable of rousing ourselves, under any 
circumstances to such a duty. 

Professor Hornbeck has given us an excellent introduction to the subject 
which gives title to his book, with chapters on the recent political history of China 
and Japan (including accounts of the chief political groups and parties in each 
country) and on the mutual relations of these states and their relations to the 
chief nations of Europe and America. Appendices in each book give a large mass 
of valuable documents. Mr. Millard’s work is seriously defective in having no 
sort of index and a very summary table of contents. 


P. W 


Porter, Ropert P. Japan: the New World Power. Pp. xxiv, 789. Price, 
$2.50. New York: Oxford University Press. 


In 1911 Mr. Robert P. Porter published The Full Recognition of Japanfor __ 
the purpose of giving an account of the political and economic history of Japan — ine 
down to the time when it was accorded full rights of sovereignty by the powersof 


the world. The present book upon Japan: the New World Power is a revision of — ¢ ; 7 
the previous work and contains the record of the progress made by Japan since ' ¥ 7 
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Any single volume that tells the whole story of Japan, past and present, 
geographic, political, economic and social, must necessarily deal more or less 
superficially with the subjects considered. The present volume, however, contains 
a good selection of material and every chapter is packed full of pertinent data. 
Any one desiring to make a special study of Japan will do well to begin with a 
survey such as Mr. Porter's volume presents. There are two good maps and a 
useful index. The volume is well-balanced, interesting and instructive. 

E. R. J. 


SOCIOLOGY 


Conxutin, E. G. Heredity and Environment in the Development of Men. (2nd 
¢ ed.). Pp. xvi, 550. Price, $2.00. Princeton: Princeton University Press, 
1916. 


Barring a few new diagrams and changes in a couple of chapters, this edition 
oun is practically the same as the first. The author is to be congratulated that a new 
edition has been called for so soon. The volume has proved extremely useful in 
classes interested in studying social backgrounds and to a large group of readers 
who have wanted to know something of present biology. 


C. K. 


or Grant, Mapison. The Passing of the Great Race. Pp. xxi, 245. Price, $2.00. 
New York: Charles Scribner’s Sons, 1916. 


The great race, whose ultimate disappearance the author fears, is the tall, 
-__ Jong-headed, blond, of northern Europe, called the Nordic. He feels that in Eu- 
_ rope and America the short, dark Mediterranean race, and the taller, round-headed 
Alpine race are coming to the top, while the more highly specialized and more 
energetic Nordic is losing. While this viewpoint is by no means new, it has never 
been better presented. Of special value is the historical sketch of the appearance 

and distribution of these three great races in Europe. Brevity often forces a 
more dogmatic opinion than the author probably holds, but so many extreme 
_ statements are made that the reader often wonders what evidence there is. Little 


Lapouge, Reibmayr, Schallmaier, who have advocated similar claims, and oppo- 
nents like Finot and Novicow, are omitted. In spite of many defects the posi- 
_ tion of the author has much to commend it. The volume should be studied 


C. K. 


Otrver, Str THomas. Occupations from the Social, Hygienic and Medical Points 
of View. Pp.x,110. Price, $1.80. New York: G. P. Putnam’s Sons, 1916. 
Koper, Georce M. and Hanson, Wituiam C. (Ed. by). Diseases of Occu- 
pation and Vocational Hygiene. Pp. xxi, 918. Price, $8.00. Philadelphia: 
P. Blakiston’s Son and Company, 1916. 


Widely differing in content and aim, these two volumes indicate the rapid 
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many of our industrial processes. The first volume, by the author of one of the 
standard works on the subject (Diseases of Occupation), treats in most readable fash- 

ion of the air we breathe, the influence of workshops, the relation of work and 
efficiency, provisions for the health of the worker, the choice of careers, the dif 
ferent reactions to industrial processes and poisons, the choice of a career and the 
dangers of gases and electricity. It will prove valuable and interesting to public 
health workers, and will give much information to the general citizen who wants a 
a bird's-eye view of the subject. 

The second volume is the largest and most complete handbook the wri 
of this note has seen. To it some twenty-nine men and women from Europe as 
well as America have contributed, in addition to the editors. Among these are 
not only physicians and teachers but engineers, statisticians, public health officials 
and social workers. Each topic is discussed in detail and definite medical 
suggestions are made so that it becomes at once a valuable handbook for the 
practising physician. The material is presented in such fashion that it becomes 
likewise an indispensable reference book for all who are interested in manufactur- 
ing and the influence of industrial life on social conditions. 

The book is divided into three main divisions. In the first we find the dis- 
cussion of Specific and Systemic Diseases of Occupation, Fatigue and Neuroses, 
Occupational Affections of the Nose, Mouth, Throat, Eye and Ear (414 pages). 
Part II deals with the Etiology and Prophylaxis of Occupational Diseases, Voca- 
tional Hygiene, including the liberal professions as well as farmers and general 
manufactures (346 pages). Part III considers The Function of Clinics in the 
Prevention of Occupational Diseases (with an account of the Clinic at Milan), 
Statistical Studies and Legislation and Governmental Study for the Prevention 
of Occupational] Diseases. 

It is impossible in the space assigned me for this note to do more than thus 
hint at the contents. Though not a medical man, I have found great pleasure 
and profit in the hours spent in reading this volume and in looking up many 
points on which I desired information. It is a storehouse of knowledge and will 
be immensely useful to the teacher of economics and sociology, to the business 
man, and to insurance officials, as well as to those in charge of public health 
work or the care of the sick. It deserves a place in every college or public library, 


Cart Kesey. 
Universit Pennsylva 


Payne, Georce Henry. - Child in Human Progress. Pp. xix, 400. Price, 
$2.50. New York: G. P. Putnam’s Sons, 1916. 


United States, but continued until he had studied the attitude toward children in 

the ancient Far East, in Egypt, Arabia, Assyria, Greece, Rome, medieval and ora ak - 
modern Europe, colonial and nineteenth century America and among some a 
primitive peoples. He closes with a sketch of the Society for the Prevention of are 
Cruelty to Children of New York. While the book is practically limited toa 
description of the various forms of neglect, cruelty and abuse from which children 

have suffered, it nevertheless gives to the student of child welfare a historical 

perspective which no other book has given. 
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The book does not attempt to trace development in any systematic way ex- 
cept by the method of citation and brief discussion of a multitude of writers in 
many lands and ages, each of whom describes in concrete terms the treatment 
which children of his day received. From such data, however, the reader can see 
for himself the changes in attitude and feeling toward children, on which founda- 
tions all efforts toward the positive and constructive phases of child welfare have 
been based. 

For its selected bibliography and specific citation of contemporary writers 


the book is especially valuable. poe 


Wo re, Atsert B. Readings in Social Problems. Pp. xiii, 804. Price, $2.80. 
Boston: Ginn and Company, 1916. 


The social problems discussed in this book of readings are five-fold: immigra- 
tion, marriage and divorce, the woman problem, the negro problem, and an in- 
terrelated group of population problems. The latter includes such subjects as 
the Malthusian theory of population, the declining birth rate, socialism and 
population, eugenics, infant mortality, and the ethics of population policies. The 
editor’s comments introduce the discussion of each problem. References are 
given at the close of the discussion of each specific topic. ‘These bibliographical 
references are well chosen and usable. 

The difficulties inherent in selecting readings for such a range of fundamental 
social problems are apparent. But little space can be devoted to some phases 
of a topic which deserve a more comprehensive discussion. Sometimes inter- 
relationships can only be touched upon. For example, the close nexus between 
the marriage and divorce situation and the economic and social status of woman 
ean hardly be developed and emphasized in the logical manner which it deserves 
where different authors are discussing detailed limited fields of the general prob- 
lem. However, such difficulties are inherent in a book of readings and the com- 
ments of the editor in introducing each set of problems are helpful. Moreover, 
the general excellence of the selections will lead the thoughtful reader to see the 
fundamental relationships of these various problems. 

J. G. 8. 
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REPORT OF THE BOARD OF DIRECTORS, YEAR ENDING 
DECEMBER 31, 1916, AMERICAN ACADEMY OF . 
POLITICAL AND SOCIAL SCIENCE 


f I. Review or THE AcADEMy’s ACTIVITIES 


The gravity of the domestic and international problems con- 
fronting the country demonstrates clearly, if further demonstration _ 
work were necessary, the importance of the service which an 
organization such as the Academy is called upon to perform. The 
international situation confronting the country isin many respects 
so novel, involving so many problems which have heretofore been 
far from the sphere of thought of the American people, that itisa | 
matter of vital importance that these questions be subjected to the 
most careful and searching scrutiny, and that the best thought 
on the subject be made available to the people of the country. 
Vital as our present international problems are, they are hardly less 
important than the new domestic questions which the country is 
called upon to solve. While these questions have in some respects 
been rendered more acute by reason of the great war, they would 
have demanded early solution even if the war had not taken place. 

An organization such as the Academy cannot take its mission 
too seriously; in fact, while the Academy is one of a large group of - 
national associations, devoting exclusive attention to the considera- 
tion of the great public questions confronting the country, it can 
easily lay claim to being the leader among these organizations, owing 
to its breadth of scope and to the fact that it enjoys the coéperation 
of so large a number of scientists and thinkers in foreign countries. 

I am sometimes inclined to doubt whether the members of the 
Academy fully realize the difficulty and delicacy of the task con- 
fronting our editorial council. They must attempt to foresee 
the questions which will be in the foreground of public attention 
one and even two years hence, in order that the members of the 
Academy may have before them the best thought on the subject 
which the nation is called upon to face. We all owe a debt of 
gratitude to Dr. King and to his associates on the council for the 
extraordinary efficiency and foresight they have shown in the con- 
duct of the Academy’s publication work. 
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During the past year we again have had requests from a 

number of our members to undertake the organization of local 

centers in different parts of the United States. Your Board has 
called attention to this question on several occasions and feels that 
it is only a question of time when the Academy will have to under- 
take such a plan. This will involve a far more elaborate organiza- 
tion than we have at the present time and will add very greatly 
to the responsibilities of those directing the Academy’s work. 

Your Board again desires to call attention to the pressing needs 
of an Endowment Fund, which will enable the Academy to conduct 
investigations on a much larger scale than has heretofore been 
possible and will also enable us to secure the Academy building of 
which we stand in such great need. 

Il. Pusiicatrons 

iol During the year 1916 the Academy has published a series of 

volumes which have brought together the best thought of the 

country on the important problems with which these volumes deal: 

January—National Industries and the Federal Government 

March—Public Administration and Partisan Politics 

May—Personnel and Employment Problems in Industrial 
Management 

July—Preparedness and America’s International Program 

September—New Possibilities in Education 

November—America’s Changing Investment Market 


III. Mererrtincs 


During the year 1916 the Academy has held the following 
meetings: 

January 29—Some Aspects of the Present Situation in China 

February 19—Transformation of Rural Ireland 

Social Work in Ireland 

April 28-29 (20th Annual Meeting)—What. Program shall 
the United States stand for in International Relations? 

November 10—The Purposes and Ideals of the Mexican Revolu- 
tion 

December 16—The Reai Significance of Preparedness we 
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IV. MEMBERSHIP 


The of the Academy on the 31st of 1915, 
was 5,866, with a subscription list of 924. Of the 5,866 members, 
1,328 are residents of Philadelphia, 4,291 of the United States 
outside of Philadelphia, and 247 foreign. Of the 924 subscribers, 
4 are from Philadelphia, 833 from the United States outside of 
Philadelphia and 87 from foreign countries. Compared with the 
membership on the 3lst of December, 1915, we find that in the 
Philadelphia membership there is a gain of 109, in the membership 
in the United States outside of Philadelphia 220, and in the foreign 
membership 15, or a total gain of 344. In the subscription list 
there is a gain of 52 in the United States outside of Philadelphia 
and in the foreign subscriptions 12, or a total gain of 64. The total 
gain during the year 1916 in the combined membership and sub- 
scriptions lists is 408. 
During the year the Academy has lost through death 56 of a 7 
members, two of whom were life members. a —— 


Foreign 
F Barreda y Osma Arthur Orlando Ramon | Ribeyro 


Joshua L. Baily M. Kohler 

Clarence L. Butler David P. Leas 
Mrs. Herbert Cassard A.B. Loeb 
Henry T. Dechert John Pitcairn 
Abraham Gruber . Joseph Richardson 

William H. Heisler §. Ashton Souder 

E. Smith Kelly ian Milton C. Stein 


Wirt Adams 
J. H. Brock 
Massena Bullard 
Burwell E.P. Marshall 
*J. D. Casasus Charles F. Mills 
Thomas J. Mrs. Susan L. Mills 
_ *Eckley Brinton Coxe, Jr. Rufus J. Palen 


* Life member. 
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Boyd Crumrine _ E. Parsons 
J. A. DeBoer J. A. Patten 


Sylvester C. Dunham _ Norman B. Ream — 
Frederick H. Eaton Walter P. Stokes 
William Seymour Edwards Frank J. Symmes 
Isaac Henry Ford Henry H. Truman 


Eliseo Giberga 
John Hopewell 


J. F. Vaile wet 
E. P. Wenger 

Michael Jenkins Gustav R. Westfeldt 
David Kay Horace White 

Edward Kent Elbert Wing 

Miss Elizabeth G. King B. Worrall 
J. Langeloth 


The death of these members has deprived the Academy of 
‘some very warm friends and enthusiastic workers. 

During the year the Academy has lost by resignation 457 of its 
members and 27 subscribers, while 857 members and 91 subscribers 
have been added to the list. 

In addition to the resignations and deaths, there are being 
held for two years to December 31, 1915, 212 members for non- 
payment of membership dues. This would further reduce the 
membership to 5,354, and make the total gain in membership 132. 


V. FrINanciaL ConpDITION 


The receipts and expenditures of the Academy for the fiscal 
year just ended are clearly set forth in the Treasurer’s report. The 
accounts were submitted to Messrs. E. P. Moxey and Company 
for audit and a copy of their statement is appended herewith. 

In order to lighten the burden of expense incident to the 
Annual Meeting a special fund of $1,400 was raised. The Board 


takes this opportunity to express its gratitude to the contributors ” 


One of the purposes which your Board has constantly kept in 
mind has been to bring our members into closer relations with one 
another. Through such close relationship the Academy can greatly 
strengthen its national influence. Our members, both in this 
country and abroad, should be made to feel that they are, in a sense, 
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representatives of the Academy and fully to discharge their obliga 
tions toward the Academy should make themselves centers of | 
Academy influence. We must build up a great coéperative or = Sits 
ganization for the education of public opinion. With each year 
we are coming nearer to this goal but we can only reach it through 
the devotion and enthusiasm of our members. a 

Your Board desires to take this opportunity to express deep aoe 
appreciation and gratitude to that increasing body of Academy a 
members, who are giving so much time and thought to the work 


January 11, 1917. 

CuHARLEs J. Ruoaps, Esq., TREAs., 

American Academy of Political & Social Science, Philadelphia, 
Pa. 

Dear Sir:—We herewith report that we have audited the books 
and accounts of the American Academy of Political & Social Science 
for its fiscal year ended December 31, 1916. 

We have prepared and submit herewith statement of receipts 
and disbursements during the above indicated period, together with — 
statement of assets as at December 31, 1916. 

The receipts from all sources were verified by a comparison 
of the entries for same appearing in the Treasurer’s cash book with 
the record of bank deposits and were found to be in accord there- 
with. 

The ere nina as shown by the cash book, were supported 


by us and verified the correctness of the eeaenaatn made. “| = 
The investment securities listed in the statement of assets 
were examined by us and were found to be correct and in accord with 
the books. 
As the result of our audit and examination we certify that 
the statements submitted herewith are true and correct. 


‘Yours respectfully, 
Epwarp P. Moxey & Co., 
at. Certified Public Accountants. 
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Balance Cash on Hand January 1, 1916.................550e0ee $5,594.10 
Receipts 

Annual Subscriptions. $24,388 .23 
Subscriptions to Publications. .................... 4,082 .65 

Disbursements 


Office Expense: 
295 .98 
266.10 
85 .37 
537 .87 
8.21 
109 .52 


$110.00 
510.00 
Stationery Supplies, Engr. and Printing 776.58 
Expense of Speakers................ 625 .23 
Telephone and Telegraph........... 30.15 
Carfare, Newspapers and Sundries .. . 6.73 2,415.61 
Publicity Expense: isd 
Pamphlets, Cards and Advertising... . . 496 .34 mb 
Stationery and Repairs............. 321.55 2,656.63 4 


Publication of Annals: 
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Advertising 


Stationery Supplies and Repairs 
Carfare, Express and Sundries 


Telephone and Telegraph ; 
Storage and Insurance 18,322 .05 


Investments Purchased 
Interest Premiums and Commission d 9,870.63 39,007.72 


Balance December 31, 1916 


Baldwin Locomotive Works 
Ist Mtg. 5’s—1940—M. & N. 
Canadian Pacific Railway 9,701. —_ 
Equipment Trust 4}’s, Ser. T—1928—J. & J. 
Chesapeake & Ohio Railway 4,929 .52 * 
Equipment Trust 44’s, Ser. H—1922-1924— J. & D. 
Choctaw, Oklahoma & Gulf R. R. Co 5,000.00 
Gen’l 5’s—1919—J. & J. 
City of Macon, Ga 5,000.00 «3 
Water Works 44’s—1932——J. & J. 
Lake Shore & Michigan Southern Ry. Co 
Deb. 4’s—1928—M. & S. 
Lehigh Valley Transit Co 
lst Mtg. 4’s—1935—M. & S. 
Market Street Elevated Passenger Ry. Co 
Ist Mtg. 4’s—1955—M. & N. 
Mortgage Note, C. R. McFarland, Tampa, Fla 
3 yrs. at 6% dated Dec. 15, 1909 
New York oad Erie Railway 
Mtg. 5’s—1919—M. & S. 
New York and Erie Railway 
3rd Mtg. 4}’s—1923—M. & 8. 
New York Central & Hudson River R. R 
Deb. 4’s—1934—M. & N. 
Penna. & New York Canal & R. R. Co 
Cons. Mtg. 44’s—1939—A. & O. 
Pittsburg, Bessemer & Lake Erie 
Cons. Ist Mtg. 5’s—-1947—J. & J. 
St. Louis & Merchants Bridge Co 
Ist Mtg. 6’s—1929—F. & A. 
St. Louis, Iron Mountain & Southern Ry 
Gen’l. Mtg. Land Grant 5’s—1931—A. & O. 
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10,000 .00 
8,000.00 
.00 
5,000.00 
8,000.00 
8,000 .00 
3,500.00 
5,000.00 
4,000.00 
5,000.00 
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3,000 .00 
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5,000.00 West Chester Lighting Co......................45. $5,000 .00 
Ist Mtg. 5’s—1950—J. & D. 
5,000.00 William Cramp Ship & Engine Bldg. Co............. 5,000 .00 
Ist Mtg. 5’s—1929—M. & S. 
5,000.00 New York Connecting R. R..................-0405- 4,975.00 
Ist Mtg. 4}’s, Ser. A—1953—F. & A. 
5,000.00 Chicago Union Station Company................... 4,987 .50 
Ist Mtg. 4}’s—1963—J. & J. 
5,000.00 Cambria & Indiana R. R....... 4,867 .50 
Car Tr. 44’s, Ser. F—1929—J. & D. 
$95,505 .77 
Cash: 
In Treasurer’s Hands: 
» Centennial National Bank................... 200 .00 
Girard Trust Company.................+++-: 5,455 .33 5,855 .33 
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Accident, meaning, 284-286. 
—— insurance, organization, 309. 
policy, nature, 233. 

prevention: 264, 266, 267; bene- 
fits, 240-241; development, 238-240; 
effect on labor, 240; England, 239; 
future possibilities, 242-243; Ger- 
many, 239; place of, in organization 
of insurance companies, 242; United 
States, 239, 240; value to employer, 
240-241 ; value to employes, 241; work 
of insurance companies, 241-242. 

Accipent Prevention. David S&S. 
Beyer, 238-243. 

Accidents: distribution, 259, 307; fre- 
quency, 256, 259; reduction, 241; 
seriousness, 256. 

AMERICAN Fire Waste AND Its Pre- 
VENTION. Franklin H. Wentworth, 
163-171. 

Annuitant mortality: 25-27; charac- 
teristics, 26. 

Annuitants: abnormal longevity, 30; 
vitality, 28. 

Annuities: American, 23; develop- 
ment, 24; effect of war upon, 24; 
life, 2-3; popularity, 24; taxing, 
129; with participation, 27-31. 

Annuities, Lire. M. Albert Linton, 
20-37. 

Annuity: deferred, 32; meaning, 139; 
reversionary, 32-34; variations of 
regular, 31. 

—— premiums, computing, 21. 

—— rates: America, 22-24; computa- 
tion, 21-22; Great Britain, 22-24. 


Beneficiary: advantages of income pol- 


icies for, 9-13; income to, 3-7. 
Benefits, installment, 148. 
Beyer, Davin 8. Accident Preven- 
tion, 238-243. 


BLANCHARD, Rautps H. Insurance of 
the Catastrophe Hazard, 220-226. 


British annuities, comparative returns, 


23. 


California, rate regulation, 310. 

Canada, fire loss, 164. 

Capital, liberation, 25. 

Loans, THE PrRoBLEM oF CasH 
SurRRENDER VALUES AND. John B. 
Lunger, 54-61. 

Cash policy guarantees, effect, 60. 

Cash SuRRENDER VALUES AND CASH 
Loans, THe Prosiem or. John B. 
Lunger, 54-61. 

Catastrophe hazard: 264; methods of 
dealing with, 221; reinsurance, 222- 
223; security against, 221. 

CaTASTROPHE HazarD, INSURANCE OF 
THE. Ralph H. Blanchard, 220-226. 

Catastrophe losses, avoidance, 224. 

—— reserves, accumulation, 222. 

—— risk, distribution, 224. 

Chicago, insurance rates, 207. 

Cities, protection against fire, 165- 
166. 

Claim reserves, importance, 299. 

Cleveland, insurance rates, 207. 

Colorado, rate regulation, 310. 

Common law system: administration, 
275-277; defects, 293; indictment, 
274. 

Compensation: indemnity cost, 260; 
medical cost, 260; medical element, 
290-291; payment, 251; relation of 
disease to, 286-288. 

—— administration, principles, 277- 
280. 

CoMPENSATION ADMINISTRATION AND 
ApJUsTMENTS. James E. Rhodes, 2d, 
273-296. 

Compensation benefits, adequacy, 299. — 
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287; payment, 288; valuation, 302. 
—— insurers, licensing, 298-299. 


_—— laws: administration in different 


states, 280-284; disability payments, 
291-292; division, 279; object, 293; 
rate regulation, 308-316. 


_ ——obligation, insurance, 294-296. 
payments, conservation, 293-294. 


——— premiums, segregation, 303. 

—— reserves: division, 305; standard, 
302. 

system: administrative feature, 

275; elements, 294; insurance ad- 

juster, 295; object, 274. 


Competition: advocates, 173; antago- 


nistic principles, 172-173; defects, 
183-186; development, 181-186; ef- 
fect, 253; fire insurance, 185; regu- 
lation, 182; restraints, 316; unre- 
stricted, 184, 185-186, 309. 

Connecticut: medical aid, 289; mu- 
tual life insurance companies, 67-68; 
workmen’s compensation law, 281- 
282. 

Codperation: antagonistic principles, 
172-173; benefits, 173, 198; devel- 
opment, 173-174, 186-196. 


Dawson, Mires M. Mutualization of 
Life Insurance Companies, 62-76. 


Disability: causes, 143-144; defini- 
tion, 143-144; partial, 232, 291; 
risk, 141; total, 232, 291. 


—— annuity, payment of separate, 
148-149, 


-—— clause: age limits, 143; benefits, 


144-145; importance, 144; purpose, 
144-145. 


future development, 235; nature, 229. 


Insurance Pouicy, Tue. 


A. P. Woodward, 227-237. 


_ Disability policy: accident feature, 229- 


230; analysis, 229; definition, 227; 
double benefits, 234; sickness fea- 
ture, 234. 


DISABILITY Five YEARS 

or Progress tn. Bruce D. Mudgett, 

141-149. 

Dividends, taxation, 131. 

Downey, E. H. The Public Supervi- 
sion of Workmen’s Compensation In- 
surance, 297-316. 


Employers: rates, 263; value of acci- 
dent prevention, 240-241. 

Employers’ liability: claim, 275; com- 
mon law system, 273. 

Employes: hazards, 97-98; 
accident prevention, 241. 

Employment departments, 
nance, 96. 

England: accident prevention, 239; 
classification of buildings, 199; life 
insurance, 59; taxation of life in- a 
surance, 138-140. 

Equitable Life Assurance Society:  fi- 
nancial condition, 73-74; mutuali- 


zation, 73. ae 


Estates, administration, 14-15. 

Europe, fire waste, 164. 

European war, industrial activity, 
261. 

Expenditures, taxation, 126. 

Experience rating: 268-272; argu- 
ments against, 270; arguments for, 
269; definition, 269. 


value of 


mainte- 


Fire: protection of cities against, 165- 
166; protection of properties against, 


169-171. 

—— departments, services, 168. ae a 

—— hazard, elements, 201. eS 

—— insurance: advantages of sched- 
ule system, 202; competition, 185; 
development in United States, 172; 
model acts, 193; necessity, 188; re- 
insurance in, 223. 

Fire Insurance, Rate-Maxine Or- 
GANIZATIONS IN. Robert Riegel, 
172-198. 

Fire insurance companies, classified ex- 

perience, 201-202. 
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Fire insurance legislation, New York, 
196-197. 

—— ——— premiums, economy, 179. 
Fire INSURANCE RatTe-MAKING, PROB- 
LEMS OF. Robert Riegel, 199-219. 
Fire insurance rates: competition, 184; 
E. G. R. schedule, 213-219; L. & 
L. schedule, 209-213; outline of 
E. G. R. schedule, 216; outline of 

L. & L. schedule, 212 

Fire WASTE, AMERICAN, AND ITs PRE- 
VENTION. Franklin H. Wentworth, 
163-171. 

Firemen, education, 168. 

Fires: causes, 169; prevention, 167. 

France, life insurance, 59. 

FRANKEL, Ler K. Conservation of Life 
by Life Insurance Companies, 77-91. 

Fraternal insurance: development, 
110; extent, 120; growth, 119; ori- 
gin, 109. 

FRATERNAL INSURANCE IN THE UNITED 
Srates: Its Ortarn, 
MENT, CHARACTER AND EXISTING 
Stratus. Walter S. Nichols, 109- 
122. 

Fraternal insurance societies: deficien- 
cies, 120; rates, 116. 


Germany: accident prevention, 239; 
compensation act, 238. 

Government, functions, 124, 130. 

activities, extension, 123. 

—— supervision, cost, 130, 

Great Britain, annuity rates, 22-24. 

Group insurance: attitude of employes, 
101-102; cost, 95-96; description, 93; 
experiences of employers, 99-101; 
explanation of plan, 104-105; medi- 
cal examination, 93; origin, 102; 
policies, 105-108; popularity, 103- 
104; premiums, 104, 105; soliciting, 
103; unit, 94-95; value, 98. 

Group Insurance. Ralph Barnard 
Trousdale, 92-108. 

Group policies: disability clause, 106; 
plans, 106-107. 


Hazards, principal features, 214. ee 

Health, preservation, 90. a 

—— conservation, literature, 87. 5 

propaganda, development, 80. 

Home Life Insurance Company: finan- 
cial condition, 71; incorporation, 71; 
mutualization, 71. 

Hunter, Artuur. Insurance on Sub- 
Standard Lives, 38-53. 

Hygiene: development of public, $2- 


83; personal, of policyholders, 83-87. + 


Illinois, insurance rates, 208. 

Income: disability, 7-8; endowment, 
7; monthly, 5-6; types, 2-3. 

—— policies: advantages for agent 
and company, 15-17; advantages 
for beneficiary, 9-13; advantages for 
insured, 13-15; division, 2. = 

Income Pouicres. Walter Le Mar 
Talbot, 1-19. 

Income policy, monthly, 34-35. | 

tax law, English, 134. hea 

Incomes, sizes, 12-13. 

Indemnity: principle, 227; work-acci- 
dent, 244. 

Indiana, insurance rates, 208. 

Industrial problems, solution, 99. 

Installments: certain, 3-4; continu- 
ous, 3, 4-5. 

Insurance: accident, 227; competitive 
systems, 265; compulsory, 244; cost, 
78, 111, 118, 121, 185, 245, 248, 250, 
266, 309; definition, 255; functions, 
79; history, 245; income, 1; law, 
151; liability, 250; lien system, 45- 
46; minimum rates, 179; new form, 
244; principles, 111, 244; public 
needs, 160-161; purpose, 270; re- | 
ciprocal, 252-253; reduced rates, 
248; security, 250; state supervi- 
sion, 237; sub-standard, 39-40; 
sub-standard lives, 44. 

InsurANcE, Group. Ralph Barnard 
Trousdale, 92-108. 

INSURANCE OF THE CATASTROPHE Haz- 
ARD. Ralph H. Blanchard, 220-226. 
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INSURANCE, THe PvuBLIC SuPEaviston 
or WorkMEN’s CoMPENSATION. E. 
H. Downey, 297-316. 

Insurance agents: characteristics, 150- 
152; licensing, 159; opportunities, 
86-87; part-time, 152-156; respon- 
sibility, 153; undesirability of part- 
time, 155; unrestricted licensing of 
part-time, 157; value, 86; whole- 
time, 152-156. 

—— carrier, compensation liabilities, 
299. 

—— commissioners: convention, 113; 
National Convention, 192-193, 198. 

—— companies: accident prevention 
work, 241-242; accumulated funds, 
91; attitude, 159-160; elimination 
of part-time agents, 161; excise tax, 
134; license fees, 132; protection, 
60; records, 88; relation to policy- 
holders, 84; requirements, 267; re- 
serve fund, 113; value of physician, 
85; value of trained nurse, 85. 

—— law, New York, 117. 

policies: border-line risks 49-50; 
installments, 2; numerical rating of 
risks, 48-49; proceeds, 128; selec- 
tion of risks, 50-51. 

InsuraNcE Pouicy, Tae 
A. P. Woodward, 227-237. 

Insurance practice, important advance, 
92-94. 

Insured: advantages of income poli- 
cies for, 13-15; income to, 7-8. 

Insurers, objects of authorized, 298. 

INSURING WORKMEN’S COMPENSATION, 
Meruops or. Harwood E. Ryan, 
244-254. 

Interest surplus, distribution, 29. 

Investments: common forms, 60; safe- 


ty, 89. 


Kansas, insurance rates, 208. 
Kentucky, rate regulation, 310. 


Labor: cost, 97; division, 179; effect 
of accident prevention, 240. 


 Inpex 


Labor insurance, loss, 96-97. 

—— legislation, administration, 278. 

Legislation, results of regulatory, 196- 
197. 

Liability, basis, 274. 

insurance, function, 296. 

Lien system, varied, 45. 

Life: hazards, 141; length of, 77. 

Lire, CONSERVATION OF, BY Lire IN- 
SURANCE COMPANIES. Lee K. 
Frankel, 77-91. 

Lire ANNUITIES. 
20-37. 

Life annuity: joint, 31-32; primary 
function, 20. 

insurance: applicants, 49; bank- 
ing function, 57; England, 59; es- 
tablishment, 150; exemption from 
taxation, 135; expansion, 110; forms, 
1; France, 59; history, 78, 141, 151; 
loss, 160; methods of taxing, 127; 
modern conception, 78; mutualiza- 
tion, 134; necessity, 152; progress, 
92; social importance, 158; state 
supervision, 132; taxation, 126—- 
127; taxation of, in England, 138- 
140. 

Lire INsuRANCE, WHOLE-TIME AGENTS 
ror. Edmund Strudwick, Jr., 150- 
162. 

Life insurance agents: qualifications, 
151; number, 150. 

—— companies: activities, 82; 
function, 78; medical examination, 
78; mutualization of, in Massachu- 
setts, 64, 67; mutualization of, in 
New Jersey, 68; mutualization of, 
in New York, 62, 68, 73; net in- 
come, 133; problem, 54; reasons 
for mutualization, 63; taxation, 127- 
128. 

Lire InsvurANcE Companies, Con- 
SERVATION OF Lire By. Lee K. 
Frankel, 77-91. 

Lire InsuraNce ComMPANIEes, Mutv- 
ALIZATION OF. Miles M. Dawson, 


M. Albert Linton, 
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Life insurance funds, taxation, 123. 

Lire InsurRANCE Funps, Toe Exemp- 
TION OF, FROM Taxation. Bruce D. 
Mudgett, 123-140. 

Life insurance policies, modern, 36-37. 

—— —— taxation, United States, 
131-137. 

Linton, M. ALBERT. 
20-37. 

Living, minimum standard, 125. 

Loan privilege, expansion, 57. 

Luncer, Jonn B. The Problem of 
Cash Surrender Values and Cash 
Loans, 54-61. oie 

Maine, rate regulation, 310. 

Maryland, rate regulation, 310. 

Massachusetts: income tax law, 132; 
medical aid, 289; mutualization of 
life insurance companies, 64, 67; 
rate regulation, 310; workmen’s 
compensation law, 280-281. 

Medical aid, statutory, 288-290. 
examinations, periodic, 85-86. 
Metropolitan Life Insurance Com- 
pany: financial condition, 70; in- 
corporation, 68; mortality experi- 

ence, 90; mutualization, 68. 

Michigan, insurance rates, 208. 

Missouri, insurance rates, 208. 

Mobile Bill, passage, 113-114. 

Mortality: cost, 81-82; improvement, 
81-82; reduction, 78; relative, 43-44. 

Moupeetr, Bruce D. Five Years of 
Progress in Disability Protection, 
141-149. 

Mopeett, Bruce D. The Exemption 
of Life Insurance Funds from Taxa- 
tion, 123-140. 

Mutual associations, financial position, 
248. 

Life insurance, success, 65. 
companies: Connecti- 
prohibition, 65; Ver- 


Life Annuities, 


cut, 67-68; 
mont, 67-68. 
Mutualization: need for laws, 64; pur- 


- panies, 62, 68, 73; rate regulation, 


MUTUALIZATION OF Lire INSURANCE 
Companies. Miles M. Dawson, 62- 
76. 


Nevada, state fund, 249. 

New Jersey, mutualization of life in- 
surance companies, 68. 

New York: fire insurance legislation, 

196-197; insurance law, 117; 

tualization of life insurance com- 


310; underwriters’ associations, 177; 
workmen’s compensation law, 282- 
283. 

Nicnots, Water S. Fraternal In- 
surance in the United States: Its 
Origin, Development, Character and 
Existing Status, 109-122. 

Ohio: insurance rates, 208; state 
fund, 249. 

Oregon, state fund, 249. 


rate regulation, 310; 
underwriters’ associa- 
workmen’s compensa- 


Pennsylvania: 
risks, 199; 
tions, 178; 
tion law, 283. 

Pension funds, establishment, 98. 

Phoenix Mutual Life Insurance Com- 
pany, mutualization, 75. 

Policies: extra premiums, 46-47; indi- 
vidual, 55; payment of, in install- 
ments, 146-167. 

Pouicies, INcoME. 
Talbot, 1-19. 

Policyholders: conditions, 79; educa- 
tion, 83-87; protection, 220; rela- 
tion to insurance company, 84; re- 
serves, 70. 

Policy loans: 56-59; advantages, 57; 
disadvantages, 57; provisions re-— 
garding, 56-57. 

Premium rates, decrease, 266. 

Premium Rates, THe CALcuLATION 
or WorkMEN’s COMPENSATION. 
Claude Edward Scattergood, 
262. 


Walter Le Mar 
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Premiums: average rate, 217; depres- 
sion, 270; extra, 46-47; taxes, 131; 
uniform lowering, 28; waiver, 145—- 
146. 

Protection, reduction, 57. 

Prudential Insurance Company: finan- 
cial condition, 72; mutualization, 72. 


Rate cutting, competitive, 312 


Rate-MakinG, ProsBLeMS OF 
InsuRANCE. Robert Riegel, 199- 
219. 


RatEe-MAKING ORGANIZATIONS IN FIRE 
InsuRANCE. Robert Riegel, 172- 
198. 

Rate problem, proposed solutions, 208— 
219. 

—— regulation: direction, 309; mo- 
tive, 308. 

——— supervision, public, 309. 

Rates: annuity, 22-24; adequate, 308; 
basis for, 183-186; established by 
state commissions, 187; filing, 186— 
187; inadequate, 303; maintenance 
of uniform, 311; public attitude, 206- 
208; regulation, 180; revision, 187; 
schedule variations, 259; standard- 
ization, 180; statistical foundation, 
218. 

Rating: coéperative, 191; experience, 
263, 268-272; methods, 203; sched- 
ule, 263-268. 

—— bureau, powers, 313. 

methods, early, 199-200. 

Rating schedules: criticisms, 266; de- 
velopment, 202-203; industrial com- 
pensation, 266; modern, 203-206; 
principles, 203. 

Reserve funds, withdrawal, 58. 

Ruopes, James E., 2d. Compensation 
Administration and Adjustments, 
273-296. 

Rieger, Rosert. Problems of Fire 
Insurance Rate-Making, 199-219. 
Ropert. Rate-Making Organ- 
izations in Fire Insurance, 172-198. 

Risk hazard, divisions, 264. 


Risks: classification, 199, 201; in- 
herent, 215; insuring, 213-214; lim- 
itation, 222; surplus, 223. 

Ryan, Harwoop E. Methods of In- 
suring Workmen’s Compensation, 
244-254. See also 308. 


Sanitation: development of public, 
82-83; personal, of policyholders, 
83-87. 

ScatrerGcoop, CLtaupe Epwarp. The 
Calculation of Workmen’s Compen- 
sation Premium Rates, 255-262. 

Schedule rating: definition, 264; possi- 
bilities, 267; provision, 264; rate 
values, 264; results, 267. 

Self-insurance, arguments against, 251. 

Senior, Leon S. The Practice of 
Schedule and Experience Rating for 
Workmen’s Compensation Risks, 
263-272. 

St. Louis, insurance rates, 207. 

State rating acts, criticism, 188. 

—— law: advantages, 190-191; 
inadvisability, 189-190. 

Stock companies: advantages, 246- 
247; disadvantages, 247; guaran- 

’ teed rates, 246; management, 245. 

Srrupwick, Jr., Epmunp. Whole- 
Time Agents for Life Insurance, 
150-162. 

Sub-standard insurance: advantages, 
52-53; history, 39-40; need for, 40; 
types of risks, 40-41. 

lives: improvement in health, 
52; insurance, 44; selection against 
company, 51-52; statistics, 41-42; 
types, 38-39. 

Sus-Sranparp Lives, INSURANCE ON. 
Arthur Hunter, 38-53. 

Sub-standard risks: acceptance, 
mortality, 44; special classes, 48. 

Surplus, taxation, 125. 

Surrender values, 54-56. 
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WaLTerR LeMar. Income Pol- 
icies, 1-19. 
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Tax: fire, 164; inheritance, 126. 
—— system, basic requirements, 124- 
130. 

4 Taxation: 


dividends, 131; equality, 


488; individuals, 128-130; justice, 

(124; levying general, 125-126; of 
life insurance in England, 138-140; 
scientific, 123, 138; state, 137-138; 
types, 124. 

TaxaTION, THE Exemption oF LIFE 
INSURANCE FunpDs From. Bruce D. 
Mudgett, 123-140. 

Taxes: federal, 133; general, 124-125; 
specific, 124-125; state, 131-133. 

Thrift, tendency toward, 18. 

TrovuspALe, Ratpu Barnarp. Group 
Insurance, 92-108. 


Underwriters’ associations: classifica- 
tion, 174-178; economic functions, 
179-181; local, 177-178; national, 
174-175; nature and services, 174- 
181; New York, 177; organization, 
178-179; Pennsylvania, 178; pro- 
ceedings against, 181; results, 180- 
181; sectional, 175-176. 

United States: accident prevention, 
239, 240; accidents, 236; business, 
150; development of fire insurance, 
172; fire loss, 164; health cam- 
paign, 82-83; life insurance taxa- 
tion, 131-137; state insurance com- 
missioners, 246. 

Unirep Srates, Fraternau Insvr- 
ANCE IN THE: Its OriGiIn, DEVEL- 
OPMENT, CHARACTER AND EXISTING 
Sratus. WalterS. Nichols, 109-122. 


Valuation: loss, 271; standard, 118. 

—— table, elements, 307. 

Values, application, 264. 

Vermont, mutual life insurance com- 
panies, 67-68. 

Wages, determination, 97. 
ashington, state fund, 249. <4 
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Welfare work: definition, 97; indus- 
trial, 97; program, 97. 

WENTWORTH, FRANKLIN H. American 

Fire Waste and its Prevention, 163- 


171. 
132 


West Virginia, state fund, 249. 
Wisconsin: inheritance tax law, 
insurance rates, 208. 


Woopwarp, A. P. The Disability In- y 
surance Policy, 227-237. 

Workingmen, loans for homes, 88-89. 

Workmen’s compensation: 225; cost, 


257; experience, 259; obligations, = 
252; premiums, 304; principle, 273; 
statistics, 257. 


Workmen’s compensation insurance: 
administration, 255; carriers, 244; 
mutual associations, 247-248; object 
of public supervision, 297; premi- 
ums, 245; public supervision, 297; 
rate-making, 267; self-insurance,251- 
252; social character, 297; state = 
funds, 248-251; 
245-247. 

WorKMEN’s CoMPENSATION INSUR- 
ANCE, THE Pusiic SUPERVISION OF. 
E. H. Downey, 297-316. 

Workmen’s compensation law: appli- - 
cation, 284; Connecticut, 281-282; 
Massachusetts, 280-281; New York, a af 
282-283; Pennsylvania, 283; pro- ae 
visions, 258. 

WorkMEN’s CoMPENSATION PREMIUM 
Rares, THE CALCULATION OF. Claude 
Edward Scattergood, 255-262. 

Workmen’s compensation reserves, 
amendment of laws, 306-308. 4 

WorkmMen’s ComMPENSATION RISKS, 
THE Practice oF SCHEDULE AND Ex- © 
PERIENCE Ravina ror. Leon S. 
Senior, 263-272. 

Workmen’s Compensation Service Bu- 
reau, National, 256. | 
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WoRKMEN’S CoMPENSATION, METHODS 
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